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Q- 
A. 

Q- 
A. 

Q. 

A. 

Q* 
A. 

11. 

Q* 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying in this proceeding on behalf of the applicant, Pima Utilit 

Company, (“Pima” or the “Company”). 

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE 

INSTANT CASE? 

Yes, my direct testimony was submitted in support of the initial application in thii 

docket. There were two volumes, one addressing rate base, income statement anc 

rate design, and the other addressing cost of capital. 

WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY? 

To respond to the direct filings by Staff and RUCO. More specifically, this firs 

volume of my rebuttal testimony relates to rate base, income statement and rate 

design for Pima. In a second, separate volume of my rebuttal testimony, I preseni 

an update to the Company’s requested cost of capital as well as provide responses 

to Staff and RUCO on the cost of capital, the rate of return applied to the fair value 

rate base, and the determination of operating income. 

SUMMARY OF PIMA’S REBUTTAL POSITION 

WHAT ARE THE REVENUE INCREASES FOR THE WATER AND 

WASTEWATER DIVISIONS THAT THE COMPANY IS PROPOSING IN 

THIS REBUTTAL TESTIMONY? 

For the water division, the Company is proposing a total revenue requirement of 

$2,69 1,108, which constitutes an increase in revenues of $7 13,480, or 36.08% over 

adjusted test year revenues. For the wastewater division, Pima is proposing a total 

1 
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Q- 

A. 

Q- 
A. 

revenue requirement of $ ,5 104, which constitutes an increase in revenues a 

$41 7,329, or 13.48% over adjusted test year revenues. 

HOW DO THESE COMPARE WITH THE COMPANY’S DIREC: 

FILING? 

They are both lower. In the direct filing for the water division, the Compan: 

requested a total revenue requirement of $3,001,192, which required an increase ii 

revenues of $1,023,565, or 5 1.76%. In the direct filing for the wastewater division 

the Company requested a total revenue requirement of $3,787,985, which require( 

an increase in revenues of $691,210, or 22.32%. For the two divisions, thc 

necessary revenue increase has decreased by just under $584,000. 

WHAT’S DIFFERENT? 

In its rebuttal filing, Pima has adopted a number of adjustments recommended bj 

Staff andor RUCO, as well as proposed a number of adjustments of its own basec 

on known and measurable changes to the test year, including an updated debt cos1 

that has significantly reduced the Company’s costs of service. 

For the water division, the net result of these adjustments is: (1) the 

Company’s proposed operating expenses have decreased by $109,232, from 

$1,845,067 in the direct filing to $1,735,835; and a net decrease of $24,205 in rate 

base from the direct filing of $9,097,529 to $9,073,324. 

For the wastewater division, the net result of these adjustments is: (1) the 

Company’s proposed operating expenses have decreased by $74,824, from 

$2,654,991 in the direct filing to $2,580,167; and a net decrease of $30,472 in rate 

base from the direct filing of $9,863,271 to $9,832,800. 

The Company continues to recommend a cost of equity of 10.5%. The 

Company now proposes a reduction in the cost of debt to 4.25% from a 

recommendation of 7.182% in its direct filing. In addition, the Company proposes 
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Q. 

A. 

Q. 

A. 

a capital structure consisting of 35. 5% debt anc 64.64 '0 equity compared to it 

direct filing of 31.1% debt and 68.9% equity. Based on the Company's rebutta 

recommendation regarding the cost of debt, cost of equity, and the capital structure 

the overall recommended weighted cost of capital (rate of return) has been reduce( 

to 8.29% from a recommendation of 9.47% in its direct filing. 

THOSE ARE VERY SIGNIFICANT CHANGES IN THE CAPITA1 

STRUCTURE AND COST OF DEBT, MR. BOURASSA. HOW DID THE> 

COME ABOUT? 

The Company received approval in March 2012 to borrow over $8 million.' Tht 

loan has not closed but it will in the near future, and the Company's ability tc 

secure debt financing at such a low interest rate reflects a substantial cost saving5 

to Pima and its customers. 

THANK YOU. WHAT ARE THE PROPOSED REVENUE 

REQUIREMENTS AND RATE INCREASES FOR THE COMPANY, 

STAFF, AND RUCO AT THIS STAGE OF THE PROCEEDING? 

For the water division, the proposed revenue requirements and proposed rate 

increases are as follows: 

Revenue Requirement 

Compan y-Direct $3,001,192 

Staff $2,457,559 

RUCO $2,543,675 

Company Rebuttal $2,69 1,108 

Revenue Incr. % Increase 

$1,023,565 5 1.76% 

$ 479,932 24.27% 

$ 566,048 28.62% 

$ 713,480 36.08% 

' See Decision No. 73078 (April 5,2012). 
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For the wastewater division, the proposed revenue requirements and 

proposed rate increases are as follows: 

Revenue Requirement Revenue Incr. % Increase 

Company-Direct $3,787,985 $ 691,210 22.32% 

Staff $3,096,775 $ 170,345 5.50% 

RUCO $3,328,98 1 $ 232,207 7.50% 

Company Rebuttal $3,5 14,104 $ 417,329 13.48% 

111. 

Q. 

A. 

Q* 

A. 

RATE BASE 

A. Water Division Rate Base 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS FOR THE WATER DIVISION? 

Yes, for the water division the rate bases proposed by the Company, Staff anc 

RUCO, are as follows: 

OCRB FVRB 

Compan y-Direct $ 9,097,529 $9,097,529 

Staff $9,122,677 $9,122,677 

RUCO $ 9,073,286 $9,073,286 

Company Rebuttal $ 9,073,324 $9,073,324 

1. Plant-in-Service (PIS) and Accumulated Depreciation (AD) 
PLEASE DISCUSS THE COMPANY’S PROPOSED ORIGINAL COST 

RATE BASE FOR THE WATER DIVISION AND IDENTIFY ANY 

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF AND/OR RUCO? 

The Company’s rebuttal rate base adjustments to the water division’s OCRB are 

detailed on Rebuttal Schedules B-2, pages 3 through 5. Rebuttal Schedule B-2, 

4 
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Q* 

A. 

page 1 and 2, summarize the Company’s proposed adjustments and the rebutta 

OCRB. 

Rebuttal B-2 adjustment 1, as summarized on Rebuttal Schedule B-2 

page2, consists of one adjustment labeled as “A” on Rebuttal Schedule B-2 

page 3. 

Adjustment A reflects the capitalization of certain test year operatini 

expenses. All three parties now propose to capitalize certain test year expense! 

totaling $25,531.2 There are no other proposed adjustments to PIS leaving a1 

parties in agreement of the PIS balance of $14,571,659 at this stage of the 

proceeding. 

PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO 

ACCUMULATED DEPRECIATION. 

Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page2, 

consists of one adjustment labeled as “A” on Rebuttal Schedule B-2, page 4. 

Adjustment A reflects additional accumulated depreciation of $3 83 related 

to the PIS adjustment reflected in Adjustment A on Rebuttal Schedule B-2, page 3. 

All three parties are in agreement on this adj~stment.~ There are no other proposed 

adjustments to A/D and all parties are in agreement of the PIS balance of 

$4,788,552 at this stage of the pr~ceeding.~ 

Direct Testimony of Crystal S. Brown (“Brown Dt.”) at 12; Direct Testimony of Robert B. Mease 

Brown Dt. at 13; Mease Dt. at 10. 
RUCO A/D balance is $4,788,550 - $2 less than Staff and the Company. This difference is due to 

2 

(“Mease Dt.”) at 10. 
3 

4 

rounding. 
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Q* 

A. 

Q- 

A. 

Q9 

A. 

2. Advances-in-Aid of Constru 
Aid of Construction (CIAC) 

tion (AIAC) and Contributions-in, 

PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO ADVANCES-IN. 

AID OF CONSTRUCTION AND CONTRIBUTIONS-IN-AID OE 

CONSTRUCTION. 

In rebuttal B-2 adjustment 3, as shown on Schedule B-2, page2, the Companj 

adopted RUCO’s proposed adjustments to AIAC and CIAC-a decrease to AIAC 

of $374,236 and an increase to CIAC of $423,589? The Company and RUCO arc 

in agreement of the balance of AIAC ($0) and net CIAC ($709,783) at this stage oj 

the proceeding. Staff has not proposed any adjustments to AIAC or CIAC. 

B. Wastewater Division Rate Base 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS FOR THE WASTEWATER DIVISION? 

Yes, for the wastewater division the rate bases proposed by the Company, Staff and 

RUCO, are as follows: 

OCRB FVRB 

Company-Direct $9,863,271 $9,863,271 

Staff $9,642,163 $ 9,642,163 

RUCO $9,832,800 $ 9,832,800 

Company Rebuttal $9,832,800 $9,832,800 

1. PIS andA/D 

PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO PLANT-IN- 

SERVICE AND ACCUMULATED DEPRECIATION. 

The Company’s rebuttal rate base adjustments to the wastewater division’s OCRB 

Mease Dt. at 9. 5 
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are detailed on Rebuttal Schedules B-2, pages through 5. Rebuttal Schedule B- 

page 1 and 2, summarize the Company’s proposed adjustments and the rebutl 

OCRB. 

Rebuttal B-2 adjustment 1, as summarized on Rebuttal Schedule B- 

page 2, consists of two adjustments labeled as “A” and “B” on Rebuttal Schedu 

B-2, page 3. 

Adjustment A reflects the capitalization of certain test year operatir 

expenses by the Company, Staff and RUCO totaling $22,39 1 .6 However, there is 

difference between the Company and Staff with respect to which plant accounts a 

adjusted. The Company proposes a $9,179 to plant account 371.1 Pumpir 

Equipment - Lift Stations and a $13,212 adjustment to plant account 38 

Treatment and Disposal Equipment totaling $22,39 1 while Staff proposes 

$22,391 adjustment to plant account 371.1 Pumping Equipment - Lift Stations. 

Adjustment B reflects the removal of certain plant costs that were nc 

included in the sewer division’s prior rate case and reflects the adoption ( 

RUCO’s proposed adjustment to PIS. Although the Company does not agree wit 

RUCO’s rationale, the Company has adopted RUCO’s proposal to remove $37,85 

of plant costs from PIS in order to eliminate issues between the par tie^.^ 
The Company is not proposing any other proposed adjustments to PIS. Th 

Company and RUCO agree to a PIS balance of $22,039,554 (including a $ 

rounding difference). Staffs recommended PIS balance is $2 1,478,94 1 , which i 

$560,6 13 lower than the Company’s recommended PIS balance. 

See Direct Testimony of Timothy J. Coley (“Coley Dt.”) at 13; Brown Dt. at 12. 
Coley Dt. at 13. 
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Q* 

A. 

Q* 

A. 

WHAT ARE THE REASONS FOR THE DIFFERENCE IN THE PI! 

BALANCES BETWEEN THE COMPANY AND STAFF? 

Two reasons. First, Staffs PIS balance does not reflect the RUCO propose( 

adjustment of $37,858 discussed above. Second, Staff is proposing to removc 

$598,468 for excess capacity related to wastewater treatment.’ The Compan! 

disagrees with Staffs proposal for the reasons explained by Mr. Jones in hi: 

rebuttal testimony. 

OKAY. PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TC 

ACCUMULATED DEPRECIATION. 

Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page2 

consists of one adjustment labeled as “A” and “B” on Rebuttal Schedule B-2 

page 4. 

Adjustment A reflects the additional accumulated depreciation of $3 83 ana 

is related to the PIS adjustment reflected in Adjustment A on Rebuttal Schedule B- 

2, page 3. All three parties are in agreement on this adj~stment.~ 

Adjustment B reflects the removal of $43,88 1 of accumulated depreciation 

and is related to the PIS adjustment reflected in Adjustment B on Rebuttal 

Schedule B-2, page 3. RUCO proposes a similar adjustment totaling $43,884 - a 

difference of $3, which is due to rounding. Since Staff has not proposed an 

adjustment to PIS for prior rate case plant costs, Staff does not have any 

corresponding adjustment of this nature. 

There are no other proposed adjustments to A/D. The Company and RUCO 

are in agreement on the A/D balance of approximately $11,503,741.’o Staffs 

Brown Dt. at 7. 
Brown Dt. at 13; Mease Dt. at 10. 

8 

9 

lo RUCO A/D balance is $1 1,503,738 - $3 less than the Company. This difference is due to rounding. 
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Q* 

A. 

IV. 

Q- 

A. 

recommended A/D balance of $11,191,864 is lower than the Company’: 

recommended balance by $3 11,877. This difference is the result of: 1) Staffs A/I 

not including the $43,881 upward adjustment to A/D for prior rate case plant cost: 

as reflected in the Company’s proposed adjustment “B” discussed above; and 

2) Staffs proposed $356,088 downward adjustment to A/D related to it! 

recommended disallowance of excess capacity plant costs.’ 

2. AIAC and CIAC 

PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO ADVANCES-IN. 

AID OF CONSTRUCTION AND CONTRIBUTIONS-IN-AID OF 

CONSTRUCTION. 

In rebuttal B-2 adjustment 3, as shown on Rebuttal Schedule B-2, page2, the 

Company adopted RUCO’s proposed adjustments to AIAC and CIAC-a decrease 

to AIAC of $285,313 and an increase to CIAC of $343,412.i2 The Company and 

RUCO are in agreement of the balance of AIAC ($0) and net CIAC ($703,013) a1 

this stage of the proceeding. Staff has not proposed any adjustments to AIAC or 

CIAC at this stage of the proceeding. 

INCOME STATEMENT 

A. Revenue and Expenses - Water and Wastewater Divisions 

1. Depreciation Expense 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE WATER 

AND WASTEWATER DIVISION AND IDENTIFY ANY ADJUSTMENTS 

YOU HAVE ACCEPTED FROM STAFF AND/OR RUCO? 

The Company rebuttal adjustments for the Water Division are detailed on Rebuttal 

Brown Dt. at 7 
l2 Coley Dt. at 11 

I 1  
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Schedule C-2, pages -13. The rebuttal income statement with adjustments i 

summarized on Rebuttal Schedule C-1, page 1-2. The Company rebutta 

adjustments for the Wastewater Division are detailed on Rebuttal Schedule C-2 

pages 1-13. The rebuttal income statement with adjustments is summarized 01 

Rebuttal Schedule C-1, page 1-2. 

Rebuttal adjustment 1 reduces depreciation expense for the Water Divisior 

and increases depreciation expense for the Wastewater Division. 

Depreciation expense for the Water Division is lower, primarily due to thc 

impacts of the Company’s proposed rebuttal adjustments to plant-in-service. Thc 

Company and RUCO are in substantial agreement on the computed level o 

depreciation expense for the Water Division. Staffs proposed depreciatior 

expense is higher than the Company’s. The difference in depreciation expenst 

compared to Staff is due to a difference in the respective party’s balance of PIS 

CIAC, and in the CIAC amortization rate. For example, Staffs CIAC balance does 

not reflect the Company proposed adjustments to CIAC and, therefore, CIAC is 

lower and CIAC amortization is also lower, resulting in a lower level ol 

depreciation expense. 

Depreciation expense for the Wastewater Division is slightly higher, 

primarily due to the impacts of the Company’s proposed rebuttal adjustments to 

plant-in-service. The Company and RUCO are in substantial agreement on the 

computed level of depreciation expense for the Wastewater Division. As 

mentioned, the Company has not adopted Staffs excess capacity adjustment so the 

related depreciation is absent from Staff recommended depreciation balance. 

Similar to the Water Division, Staffs CIAC balance is lower as it does not reflect 

the RUCO proposed adjustment to CIAC mentioned earlier. 
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Q. 
A. 

2. Property Taxes 

PLEASE CONTINUE. 

Rebuttal adjustment number 2 reduces property tax expense for both the Wate 

Division and the Wastewater Division. The reduction is primarily due to thl 

removal of tax on parcels, a correction to the licensed vehicles amoun 

(Wastewater Division), and a correction to the CWIP balance (Wastewate 

Division). The corrections were based upon RUCO's comment~.'~ The exclusioi 

of tax on parcels reflects the balances for licensed vehicles, and CWIP now reflect: 

the positions of RUCO and the C~mpany . '~  Staffs licensed vehicle and CWII 

balance for the Water Division are the same as the Company's.'' However, Staff! 

licensed vehicle and CWIP balance for the Wastewater Division are different thar 

the  company'^.'^ The CWIP balance is different because Staffs schedules do no 

reflect the RUCO proposed adjustment to CWIP for capitalized e~pense . '~  Thr 

licensed vehicle balance is different because Staff utilizes the Company direci 

filing proposed balance. All the parties are in agreement on the method ol 

computing property taxes, including the assessment ratio (20%). Staff and the 

Company agree on the property tax rate (10.445%) for the Water Division, whereas 

RUCO is recommending a property tax rate of 9.9552%.'* Staff and the Company 

agree on the property tax rate (10.0552%) for the Wastewater Division, whereas 

RUCO is recommending a property tax rate of 10.0445%.'9 RUCO's 

Coley Dt. at 17 - 19. 
See Company Rebuttal Water and Wastewater Schedule C-2, page 3; RUCO Wastewater Schedule 

See Company Rebuttal Water Schedule C-2, page 3; Staff Water Schedule CSB-17. 
See Company Rebuttal Wastewater Schedule C-2, page 3; Staff Wastewater Schedule CSB-18. 
Coley Dt. at 14. 

13 

14 

RBM-11; RUCO Wastewater Schedule TJC-10. 
15 

16 

17 

See Company Rebuttal Water Schedule C-2, page 3; Staff Water Schedule CSB-17; RUCO Schedule 18 

RBM-11. 
See Company Wastewater Schedule C-2, page 3; Staff Wastewater Schedule CSB-18; RUCO Schedule 19 

TJC-10. 
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Q. 
A. 

Q* 

A. 

Q* 
A. 

recommended level of adjusted test year property taxes is lower than th 

Company’s due to the lower tax rate. 

WHY ARE RUCO’S PROPERTY TAX RATES DIFFERENT? 

RUCO’s property tax rates appear to be based, in part, on property taxes related tl 

parcels (land) that are assessed differently (10% and 16% assessment ratios) bu 

which should not be included in the calculation.20 The primary reason fo 

excluding parcel (land) information is that taxes on parcels (land) are not revenul 

based like the majority of the Company’s property tax expense. As a result, RUCC 

has understated property tax expense for both the Water Division and Wastewate 

Division. 

SHOULDN’T ALL WATER AND WASTEWATER UTILITY OPERATINC 

PROPERTY BE CENTRALLY VALUED BASED ON REVENUES? 

In theory, yes. However, in many cases utilities also receive tax bills on parcel: 

that are not centrally valued or revenue-based; rather these tax bills are based or 

the county’s assessment of value. Therefore, the property tax rates for bills or 

parcels based on value have to be excluded from the calculation of the property talc 

rate for revenue-based, centrally-valued properties. RUCO failed to do so and its 

calculation is in error. 

3. Rate Case Expense 

PLEASE CONTINUE. 

For both the water and wastewater divisions, rebuttal adjustment number 3 

removes all rate case expense from operating expenses. The Company still seeks 

to recover rate cases expense, but proposes to recover Staffs recommended level 

of rate case expense via a surcharge as recommended by RUCO. 

After examination of RUCO’s work papers it appears RUCO includes parcels in its computation of the 20 

property tax rate. 
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Q9 

A. 

Q. 
A. 

Q. 
A. 

Q* 

A. 

WHJ A S  RCHARGE? 

Because a surcharge recovery mechanism eliminates concerns surrounding the ove 

or under recovery of rate case expense. It is time the Commission stopped treatinl 

it as a “normalized” operating expense. 

WHAT DO YOU MEAN BY A “NORMALIZED EXPENSE”? 

Normalization refers to setting an expense level at an amount expected to bt 

incurred on an annual basis. The actual expense incurred may be higher or lowei 

than the normalization amount, but over time it is assumed that average actua 

expense will converge to the normalized level. 

BUT RATE CASE EXPENSE IS NOT INCURRED ON AN ANNUAL BASIS, 

Exactly. Rate case expense is not incurred every year in connection with day-to- 

day operations of the utility. The vast majority of it is incurred outside a test yea] 

for the specific purpose of obtaining new rates from the Commission. And because 

rate case expense is incurred long before the new rates are put into effect, it is bj  

definition a prepaid expense under GAAP and should be recorded as an asset and 

amortized, not normalized. Amortization refers the “expensing” of an asset ovel 

the expected benefit period and this ensures the proper matching of expenses with 

revenues. 

WHY IS THE DIFFERENCE BETWEEN “NORMALIZING” AND 

“AMORTIZING” RATE CASE EXPENSE RELEVANT? 

Because Staff and RUCO have convinced the Commission to use a normalization 

approach to preclude a utility fiom recovering unrecovered rate case expense if it 

seeks new rates sooner than the assumed normalization period. For example, if a 

utility’s annual rate cases expense was amortized over 5 years and it sought and 

received new rates before the end of 5 years, recovery of this unrecovered amount 

would be forfeited. 

13 
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Q* 
A. 

Q* 
A. 

Q. 

A. 

BUT DOES ’T THAT PROBLEM WORK BOTH WAYS? 

Yes. Conversely, if the utility waited longer than 5 years to get new rates, it woulc 

over recover rate case expense. That’s why we are adopting RUCO’: 

recommended surcharge. A surcharge mechanism not only solves the issue o 

potential over or under recovery of rate case expense, it is entirely consistent wit1 

GAAP . 
WHY DOES RUCO RECOMMEND A SURCHARGE? 

According to RUCO, the traditional rate recovery for rate case expense is ar 

inequitable solution. This is so, RUCO argues, because Pima is “not likely’’ tc 

come in for new rates for another “1 5-20 years.”21 

DO YOU AGREE WITH RUCO THE COMPANY WILL FILE LESS 

OFTEN BECAUSE IT HAS REACHED FULL BUILDOUT? 

No. RUCO witnesses, Mr. Mease and Mr. Coley, actually have it backwards, 

Sometimes the need to file for new rates can be delayed when a utility’s customei 

growth and corresponding revenue growth keep pace with increases in the cost oi 

service. In fact, steady growth in the past did help Pima avoid the need for rate 

increases.22 However, when a utility reaches full build out, revenues can only grow 

to keep up with increases in the cost of service by filing for new rates. Mr. Mease 

and Mr. Coley ignore this, as well as evidence that Pima’s systems have aged and 

some facilities have reached the end of their useful lives.23 In his rebuttal 

testimony, Mr. Soriano explains further why Pima will be required to seek regular 

rate increases g~ing-forward.~~ 

21 Mease Dt. at 19; Coley Dt. at 26. 
22 See Direct Testimony of Steven Soriano (“Soriano Dt.”) at 5. 

24 Id. 
Id. at 5 - 6. 23 
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Q* 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

IF YOU AND MR. SORIANO BOTH REJECT RUCO’S REASONING 

WHY IS THE COMPANY ADOPTING ITS RECOMMENDED RATE CASE 

EXPENSE SURCHARGE? 

Because RUCO is right that the typical normalization of rate case expense doesn’ 

work well, for Pima or any other utility. Given the nature of this expense, as 

discussed above, and the fact that it lends itself to recovery in a specific amoun 

over a time certain, RUCO’s recommended surcharge is the right remedy, despitt 

its being offered for flawed reasons. It is also the only one of RUCO’s severa 

alternatives that is not unreasonable. 

BUT WHY FIVE YEARS IF PIMA EXPECTS TO COME IN ON A MORE 

REGULAR BASIS? 

We have used a five-year recovery period because Staff recommends five years as 

its normalization period.25 Of course, by using a surcharge, it won’t really matte1 

when Pima comes in again for new rates. 

WHY IS THAT, MR. BOURASSA? 

Because a surcharge will ensure the utility recovers only the amount it is 

authorized to recover, no more and no less. Again, rate case expense will no longer 

be “normalized.” 

WHAT WOULD BE THE AMOUNT OF THE SURCHARGE IF THE 

COMPANY’S RECOMMENDATION WERE ADOPTED? 

Based on an annual rate case expense of $40,000 and the year-end number of 

customers of 10,188, the surcharge would be $0.33 per monthly customer bill per 

division ($40,000 divided by 10,188 divided by 12). The surcharge would cease 

once the entire rate cases expense is recovered. 

Brown Dt. at 23. 25 
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PHOENIX 

Q* 

A. 

Q* 
A. 

Q* 
A. 

WHAT ABOUT RUCO’S RECOMMENDED LEVEL OF RATE CAS1 

EXPENSE? 

RUCO recommends rate case expense of $150,000 amortized over four years, o 

$37,500 annually for each division.26 RUCO bases its recommendation 01 

comparisons to levels of rate case expense authorized in other rate cases. RUCC 

witnesses, Mr. Mease and Mr. Coley, make reference to the recent Sunrise Wate 

Company rate case and to pending Arizona Water Company and UNS Gas ratr 

cases. 

WHAT’S WRONG WITH RUCO’S COMPARISON? 

RUCO has failed to adequately consider the obvious differences between tht 

proceedings used as comparables. Sunrise is roughly 1/20 the size of Pima anc 

serves only water. Arizona Water Company and UNS Gas, while much larger 

both have in-house rate case staff. 

ARE THERE OTHER COMPARABLES YOU WOULD USE? 

Yes, but with caution. In the recent Chaparral City Water Company (CCWC) rate 

case (Decision No. 68176 (September 30, 2005)), the Commission authorized 

$285,000 of rate case expense amortized over 4 years, or approximately $71,250 

annually. CCWC is about 25% larger than Pima’s water division, but does no1 

have a sewer division. In the recent Litchfield Park Service Company (LPSCO) 

rate case (Decision No. 72026 (December 10, 20 lo)), the Commission authorized 

$420,000 of rate case expense ($210,000 for its water division and $210,000 for its 

wastewater division) amortized over 3 years, or approximately $70,000 annually 

for each division. LPSCO is 1.4 times larger than Pima. Like Pima, both LPSCO 

27 

Mease Dt. at 14; Coley Dt. at 22. 
Mease Dt. at 15; Coley Dt. at 22. 

26 

27 
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PHOENIX 

Q. 

A. 

Q. 

A. 

Q. 

A. 

and CCWC lack internal regulatory staff, which staff reduce the cost of rate case 

Of course, labor costs are still recovered, just not as rate case expense. 

WHY DO YOU ADVISE CAUTION WHEN COMPARING RATE CASE 

EXPENSE BETWEEN UTILITIES? 

Because the amount of rate case expense a company incurs can vary substantiall! 

on a case-by-case basis for a variety of reasons.28 And the best indicator of ratc 

case expense is the amount actually incurred unless it is plainly unreasonable 

Moreover, in this case, two of the three parties agree on the amount of this expensc 

and adopting RUCO’s lower number would end up creating a dispute that has tht 

perverse impact of increasing the very expense at issue. 

In the end, $200,000 amortized over 5 years, or $40,000 per year pel 

division, to be collected via a surcharge until recovered is clearly just anc 

reasonable. 

4. Salaries and Wages 

PLEASE CONTINUE WITH YOUR DISCUSSION OF THE COMPANY’S 

REBUTTAL REVENUE AND EXPENSE ADJUSTMENTS. 

For both the water and wastewater divisions, rebuttal adjustment number 4 reduces 

salaries and wages for officers and directors by $50,096 to $40,198. 

WHAT ARE THE POSITIONS OF THE OTHER PARTIES WITH 

RESPECT TO WAGES AND SALARIES FOR OFFICERS AND 

DIRECTORS? 

RUCO reduces this expense by $83,209 to $7,085.29 Staff reduces this expense by 

$76,608 to $1 3,686.30 The Company disagrees with both adjustments and believes 

Direct Testimony of Thomas J. Bourassa (“Bourassa Dt.”) at 13. 
Mease Dt. at 21 - 22; Coley Dt. at 30. 
Brown Dt. at 17. 

28 

29 

30 
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PHOENIX 

the level of salaries and wages for officers and directors is reasonable given the 

level authorized in the last rate case for Mr. Robson, and the value of the services 

provided by Mr. Robson. The Company’s response to Staffs recommendation is 

discussed in more detail in the rebuttal testimony of Mr. Soriano. 

5. Employee Pensions and Benefits 

DID STAFF ALSO REDUCE EMPLOYEE PENSION AND BENEFITS 

EXPENSE? 

Yes. Staff also reduced employee benefits expense by $1,378 for amounts related 

to its adjustment to salaries and wages for officers and directors for bot1 

 division^.^ * The Company proposes no adjustment to employee pensions an( 

benefits for either division. An adjustment to employee pensions and benefits i: 

not warranted because there are no employee pension and benefit costs related tc 

Mr. Robson’s salary in the expense. 

6. Office Supplies and Expense 

PLEASE CONTINUE. 

For both the water and wastewater divisions, adjustment number 5 reduces office 

supplies and expense by $460. These adjustments reflect the adoption of Staff’s 

proposed adjustment to this expense.32 RUCO has not proposed a similar 

adjustment. 

7. Repairs and Maintenance/ Materials and Supplies 

PLEASE DISCUSS THE COMPANY PROPOSED ADJUSTMENTS TO 

REPAIRS AND MAINTENANCE FOR THE WATER DIVISION AND 

MATERIALS AND SUPPLIES FOR THE WASTEWATER DIVISION. 

For the Water Division, rebuttal adjustment 6 reduces repairs and maintenance 

Q* 

A. 

Q. 
A. 

Q. 

A. 

Brown Dt. at 18. 
Brown Dt. at 20. 

31 

32 
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PHOENIX 

Q. 

A. 

Q. 

A. 

expense by $29,489. Of this amount $2 1,629 relates to capitalized expenses. Bot1 

RUCO and Staff propose similar  adjustment^.^^ The remaining $7,680 is to reducl 

expense related to normalizing tree removal costs. The $7,680 reduction reflect 

the adoption of Staffs proposed tree removal n~rmalization.~~ 

For the Wastewater Division, rebuttal adjustment 6 reduces materials anc 

supplies expense by $22,391 related to capitalized expenses. Both RUCO ant 

Staff propose similar  adjustment^.^^ 

8. Contractual Services - Engineering 

PLEASE DISCUSS THE COMPANY PROPOSED ADJUSTMENTS TC 

CONTRACTUAL SERVICES - ENGINEERING. 

For the Water Division, rebuttal adjustment 7 reduces contractual services . 

engineering by $3,902 and reflects the adoption of Staffs proposed adjustment tc 

capitalize expenses.36 RUCO proposes a similar ad j~s tmen t .~~  

For the Wastewater Division, rebuttal adjustment 7 reduces contractua 

services - engineering by $19,524 and reflects the adoption of Staffs proposec 

adjustment to capitalize e~penses.~' RUCO proposes a similar adj~stment.~' 

9. Contractual Services - Testing 

PLEASE DISCUSS THE COMPANY PROPOSED ADJUSTMENTS TO 

CONTRACTUAL SERVICES - TESTING. 

For the Water Division, rebuttal adjustment 8 reduces contractual services - water 

testing by $9,812 in order to reflect Staffs recommended level of testing 

Mease Dt. at 13, Brown Dt. at 19. 
34 Brown Dt. at 19. 
35 Coley Dt. at 20, Brown Dt. at 19. 

Brown Dt. at 2 1. 
Mease Dt. at 5.  
Brown Dt. at 2 1. 
Coley Dt. at 2 1. 

33 

36 

37 

38 

39 
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PHOENIX 

Q. 

A. 

Q. 

A. 

expense.40 RUCO has not proposed a similar adjustment. 

For the Wastewater Division, rebuttal adjustment 8 increases contractua 

services - water testing by $12,157 in order to reflect Staffs recommended level o 

testing e~pense.~’  RUCO has not proposed a similar adjustment. 

10. Contractual Services - Other 

PLEASE DISCUSS THE COMPANY PROPOSED ADJUSTMENTS TC 

CONTRACTUAL SERVICES - TESTING. 

For the Water Division, rebuttal adjustment 9 reduces contractual services - othei 

by $415 for bonuses and reflects the adoption of Staffs proposed adju~trnent.~’ 

RUCO has not proposed a similar adjustment. 

For the Wastewater Division, rebuttal adjustment 9 reduces contractua 

services - other by $7,138 for bonuses ($438) and bond fees ($6,700) and reflect5 

the adoption of Staffs proposed adju~tment .~~ RUCO has not proposed a similai 

adjustment. 

11. Miscellaneous Expense 

PLEASE DISCUSS THE COMPANY PROPOSED ADJUSTMENTS TO 

MISCELLANEOUS EXPENSE. 

For the Water Division, rebuttal adjustment 10 reduces miscellaneous expense by 

$6,354 for wastewater related bank fees. This adjustment reflects the adoption of 

RUCO’s proposed ad j~s tmen t .~~  Staff has not made a similar adjustment. 

For the Wastewater Division, rebuttal adjustment 10 increases miscellaneous 

expense by $6,354 for wastewater related bank fees recorded in the Water Division 

Brown Dt. at 23. 
Brown Dt. at 23. 
Brown Dt. at 22. 

Mease Dt. at 20. 

40 

41 

42 

43 Id. 
44 
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expenses. This adjustment reflects the adoption of RUCO’s proposed adjustment?’ 

Staff has not made a similar adjustment. 

12. Interest Synchronization 

PLEASE DISCUSS THE COMPANY PROPOSED INTEREST 

SYNCHRONIZATION ADJUSTMENTS TO INTEREST EXPENSE. 

For both the water and wastewater divisions, rebuttal adjustment 11 synchronizes 

interest expense with rate base. The resulting interest expense impacts the income 

tax computation for each division. Staff and RUCO do not propose to interest 

synchronize. 

13. Income Taxes 

PLEASE DISCUSS THE COMPANY PROPOSED INCOME TAJ 

ALLOWANCE. 

For both the water and wastewater divisions, rebuttal adjustment 13 adjusts incomc 

taxes to the computed taxes on the Company adjusted level of income subject tc 

tax. The income tax computation utilizes the synchronized interest expense 

deduction discussed above in the computation. The Company continues tc 

recommend that the effective income tax rate be based on the actual effective tax 

rates for individuals and entities along with their proportionate share of income a1 

proposed revenues using the applicable federal and state tax rates. Staff and 

RUCO do not propose an income tax allowance and therefore make no adjustmeni 

for income taxes. 

WHY DON’T RUCO AND STAFF INCLUDE AN INCOME TAX 

ALLOWANCE IN RATES? 

The primary reason is that tax pass-through entities like Subchapter S corporations 

Q* 

A. 

Q. 

A. 

Q* 

A. 

Coley Dt. at 28. 45 
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Q- 

A. 

Q* 

A. 

Q- 

A. 

do no actually pay the income taxes generated from their income, theii 

shareholders do.46 Pima is an S corporation. 

IS ACTUAL PAYMENT IN THE AMOUNT OF THE EXPENSE A 

PREREQUISITE TO RECOVERY? 

No. First, Marc Spitzer, a former ACC and FERC Commissioner, is testifying ir 

this case and as he explains, what matters is the tax liability, not the tax payment.47 

ISN’T THIS UNUSUAL IN RATEMAKING THOUGH - USING Ah 

EXPENSE THAT ISN’T AN ACTUAL EXPENSE OF THE UTILITY? 

No, it is how the entire process works actually. In Arizona, the Commission 

utilizes an historical test year - a snapshot of the utility presumed to reflect the 

normal level of revenue and expenses expected during the period rates will be in 

effect.48 However, actual revenues and expenses are almost always going to be 

different than the levels estimated during a rate case. This can be for a variety oi 

reasons, but in the simplest terms, all operating expenses used in determining a 

revenue requirement are estimates. Then, in some cases, the Commission includes 

purely hypothetical levels of expense in the determination of a revenue 

requirement. 

CAN YOU PROVIDE EXAMPLES TO ILLUSTRATE WHAT YOU MEAN 

REGARDING ESTIMATING EXPENSES AND HYPOTHETICAL 

EXPENSES? 

Yes. Purchased water and purchased power are good examples. While these two 

major expenses are often adjusted to reflect known and measurable changes in the 

rates for water or for electric power from the utility’s providers (e.g. the Central 

_______~ ~ ~~ 

Brown Dt. 25 - 26; Direct Testimony of William A. Rigsby (“bgsby Dt.”) at. 5. 
Rebuttal Testimony of Marc L. Spitzer at 10 - 12. 
See Arizona Administrative Code R- 14-2- 103. 

46 

41 

48 
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Q. 
A. 

Arizona Project or APS), the increases in the rates charged by the providers tht 

occur between rate cases are not captured in rates. Utilities often incur and pa 

levels of these expenses that are much greater than the estimated amounts used ti 

make rates. Another example is salaries and wages. 

Again, the objective during a rate case is to capture the full annualize1 

wages of all employees in rates. But, subsequent to the rate case, the utility ma: 

lose an employee for various reasons and the position may be vacant for severa 

months. All things remaining equal, the utility would pay less for salaries ant 

wages in a given year due to vacancies. The opposite is also true. A utility ma: 

need to add positions that result in increased costs or it may fill positions wit1 

personnel who demand higher pay. Annual wages increases between rate cases arc 

also not captured in rates. 

The use of estimates is a basic function of the ratemaking process all gearec 

toward providing a utility a reasonable opportunity (not a guarantee) to recover it! 

reasonable costs of providing service and to earn its authorized return on it! 

investments. The actual revenues and expenses may turn out to be different thar 

the estimates. With rare exception, the rates are not adjusted retrospectively tc 

true-up for the revenues and expenses actually incurred. 

PLEASE CONTINUE. 

With respect to hypothetical expenses, in the recent Gold Canyon Sewer Companj 

(“GCSC”) rate case:’ the Commission adopted RUCO’s recommendation to use a 

hypothetical capital structure, hypothetical debt cost, and a hypothetical interesi 

expense deduction through interest synchronization. GCSC did not have any actual 

debt in its capital structure, had no interest deduction for tax purposes, and its 

See Gold Canyon Sewer Company, Decision 70624 (November 19,2008). 49 
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Q* 
A. 

Q. 
A. 

actual income taxes would be much greater than the income tax allowance include( 

in the ratemaking equation5’ But, as Mr. Rigsby explained in that case, thc 

inclusion of a purely hypothetical interest expense provided a “savings” tc 

ratepayers of $278,000.51 This is not the only rate case in which the Commissioi 

has used a purely hypothetical expense to set rates. 

Given the fact that “actual” payments have no role in setting a revenuz 

requirement, and that estimates and hypotheticals are perfectly fine, I find Staff anc 

RUCO’s argument that Pima does not actually pay income taxes to be a smokc 

screen and of little merit, except to obfuscate the real issue. 

WHAT IS THE REAL ISSUE, MR. BOURASSA? 

That Pima’s provision of water and wastewater utility service undeniably gives rise 

to an annual actual or potential tax liability. Neither Staff nor RUCO dispute this 

fact.52 

BUT THE LIABILITY IS ON THE SHAREHOLDERS, CORRECT? 

Yes, but so what? But for the utility service rendered by Pima, there would be no 

tax liability. Therefore, the tax liability is a cost of service just like depreciation, 

salaries and wages, and purchased power. Staff recognized this to be true more 

than 20 years ago.53 

See Rehearing Testimony of Thomas J. Bourassa (filed October 30,2007, Docket SW-025 19A-06-0015) 
at 12 - 17. 
51 See Rehearing Testimony of William A. Rigsby (filed September 28, 2007, Docket SW-025 19A-06- 
0015) at 30. 

Rigsby Dt. at 4; Brown Dt. at 26. 
See Staff’s Exceptions to Hearing Officer’s Proposed Opinion and Order (filed December 29, 1987, in 

Consolidated Water Utilities, Ltd., Docket Nos. E-1009-86-216, E-1009-86-217 & E-1009-86-332 
(consolidated)) at 6: 18-22. 

52 

53 
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Q* 

A. 

Q* 

A. 

BUT ALLOWING AN INCOME TAX ALLOWANCE WOULD RESULT Ir 

HIGHER RATES COMPARED TO NO INCOME TAX ALLOWANCE 

CORRECT? 

Sure, and allowing recovery of power expense would make rates higher than i 

recovery of purchased power were denied. Again, the question is whether thc 

expense is a legitimate cost of service and, if so, whether the amount to be include( 

in rates is known and measurable and reasonable and prudent. 

BUT MR. BOURASSA, IF THE COMPANY DOES NOT PAY THE TAX 

HOW CAN YOU ENSURE THAT THE AMOUNT OF EXPENSE 

INCLUDED IS REASONABLE AND PRUDENT? 

Just as we do in every case for computing the income tax allowance for i 

C corporation-compute the effective tax rate based upon the income that i: 

subject to tax and then provide for an income tax allowance based upon thai 

effective tax rate. To achieve a similar outcome for an S corporation the income 

tax allowance computation requires first drilling down to the ownership level until 

a taxable or nontaxable entity is reached, then establishing a marginal tax rate foi 

each taxable entity, and finally calculating a weighted average tax rate for the 

combined ownership and applying that tax rate for calculating income tax 

allowance. This is exactly the approach taken by the Company in this case.54 

Bourassa Dt. at 17. 54 
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V. 

Q. 

A. 

RATE DESIGN 

A. Water Division 

1. Proposed Rates - Water Division 

WHAT ARE THE COMPANY’S REBUTTAL PROPOSED RATES F01 

WATER SERVICE? 

The Company’s proposed rates are: 

MONTHLY SERVICE CHARGES 

5/8” x 3/4” Meter 

314” Meter 

1 ” Meter 

1 1/2”Meter 

2” Meter 

3” Meter 

4” Meter 

6” Meter 

Irrigation 

$ 6.75 

$ 6.75 

$ 18.94 

$ 24.86 

$ 30.78 

$ 47.36 

$ 61.57 

$1 18.40 

$200.00 

Gallons in minimum (all classes, except irrigation) 

Gallons in minimum (irrigation) 0 

0 

COMMODITY RATES 

5/8”X3/4” Meter - Res. 1 to 4,000 $0.93 

4,001 to 10,000 $ 1.28 

Over 10,000 $ 1.68 

5/8”X3/4” Meter - Com. 1 to 10,000 $ 1.28 

Over 10,000 $ 1.68 
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Q* 

A. 

3/4” Meter - Res. 

3/4” Meter - Corn. 

1” Meter - Res., Corn. 

1 1/” Meter - Res., Corn. 

2” Meter - Res., Corn. 

3” Meter - Res., Corn. 

4” Meter - Res., Corn. 

6” Meter - Res., Corn. 

Irrigation - all meter sizes 

Standpipe (bulk) 

1 to4,000 

4,001 to 10,000 

Over 10,000 

1 to 10,000 

Over 10,000 

1 to 25,000 

Over 25,000 

1 to 50,000 

Over 5 0,000 

1 to 80,000 

Over 80,000 

1 to 160,000 

Over 160,000 

1 to 250,000 

Over 250,000 

1 to 500,000 

Over 500,000 

All gallons 

All gallons 

$ 0.9 

$ 1.28 

$ 1.68 

$ 1.28 

$ 1.68 

$ 1.28 

$ 1.68 

$ 1.28 

$ 1.68 

$ 1.28 

$ 1.68 

$ 1.28 

$ 1.68 

$ 1.28 

$ 1.68 

$ 1.28 

$ 1.68 

$0.55 

$ 1.68 

WHAT WILL BE THE AVERAGE 5/8 INCH RESIDENTIAL CUSTOMER 

AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 6,395 gallons is $13.52-a 

$2.86 increase over the present monthly bill or a 26.82 percent increase. 
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A. 

Q. 
A. 

2. Comments on Staff Rate Design 

PLEASE COMMENT ON THE PROPOSED RATE DESIGN OF STAFF. 

Like the Company, Staff is proposing an inverted three tier design for the 5/8 inch 

metered customers and an inverted two tier design for the 3/4 inch and largt 

metered customers. Staffs break-over points increase with meter size, but Staff! 

are different than the Company’s. The Company’s proposed break-over points ar 

scaled on the meter size relative to a 5/8x3/4 inch meter. It is not clear how Stai 

determined their proposed break-over points as Staff has not provided a 

explanation. 

DO YOU AGREE WITH STAFF’S BREAK-OVER POINTS? 

No. I will explain further by providing a few examples referring to Staff Wate 

Schedule CSB-19. For starters, Staffs break-over points for the 5/8x3/4 incl 

metered residential customers are 4,000 gallons and 10,000 gallons respectively 

This is a typical design for the small residential meters like the 5/8x3/4 inch an( 

the 3/4 inch residential meters. However, the break-over points for the 3/4 incl 

metered residential customers are 4,000 gallons and 2 1,000 gallons. Because bot1 

of these customer classes have the same monthly minimum, they should have tht 

same break-over points. Otherwise the 314 inch residential customer receives i 

more favorable rate design. Unless there is a very compelling reason for the mort 

favorable rate design, which Staff does not provide, the break-over point should be 

the same. 

Moving on, the 21,000 gallon second tier for the 3/4 inch metered 

residential customers also conflicts with the design for the break-over points for the 

5/8 x3/4 inch and the 3/4 inch metered commercial customers which is 10,000 

gallons. As is typical for rate designs adopted by this 

Commission, the commercial customers are on a two-tier inverted rate design. It is 

Let me explain. 
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also typical to set the first tier of the small commercial meters (5/8x3/4 inch anc 

3/4 inch meters) at the second tier level of the 5/8x3/4 inch residential meters; ii 

this case, 10,000 gallons. This is true particularly when the monthly minimums fo 

the small residential meters and the small commercial meters are the same, whicl 

they are. The residential customers have a somewhat more favorable rate desigi 

than the small commercial meters in that the small residential meters are affordec 

the lowest priced commodity rate for the first 4,000, but this advantage i! 

somewhat offset by providing more gallons in the first tier of the small commercia 

meters. On balance, the typical rate design for small residential (inverted three. 

tier) and small commercial customers (inverted two-tier) is considered fair 

assuming of course the differential between the lowest priced commodity rate anc 

the higher priced commodity rates are reasonable. 

Moving on to the larger meter sizes, there is only a 5,000 gallon differential 

between the break-over points for the 1 inch, 1% inch and 2 inch meterec 

customers (residential and commercial): the 1 inch break-over point is set at 2 1 ,OOC 

gallons; the 1% inch meter break-over point is set at 26,000 gallons; and the 2 inch 

meter break-over point is set at 3 1,000 gallons. Unless there is a compelling reason 

for the narrow differentials between the break-over points for these size meters 

points it makes little sense to adopt them. Typically, the break-over points for the 

larger meters are scaled on the flows of a 5/8x3/4 meter. The result is something 

like the Company recommended break-over points, e.g. 25,000 gallons for the 

1 inch meters (a flow factor of 2.5 times the 10,000 gallons second tier break-over 

point for the 5/8x3/4 inch meters), 50,000 gallons for the 1.5 inch meters (a flow 

factor of 5 times the 10,000 gallons second tier break-over point for the 5/8x3/4 

inch meters), and 80,000 gallons for the 2 inch meters (a flow factor of 5 times the 

10,000 gallons second tier break-over point for the 5/8x3/4 inch meters). 
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A. 

Q. 

A. 

Q. 
A. 

Q- 

A. 

WHAT IS THE RATIONALE BEHIND PROVIDING MORE GALLONS Ir 

THE FIRST TIER FOR THE LARGER METERS? 

The larger metered customers pay more than the smaller metered customers fo 

their respective monthly minimums and should be afforded more gallons in the firs 

tier. 

DOESN’T STAFF’S BREAK-OVER POINTS AND MONTHLE 

MINIMUMS INCREASE WITH METER SIZE? 

Yes, except that Staffs break-over points are neither set relative to the meter flow: 

of a 5/8x3/4 inch meter nor are they set relative to the monthly minimum of tht 

5/8x3/4 inch metered customers, which would make more sense absent some 

compelling reason to do otherwise. But Staff has not explained or provided E 

rationale for its proposed break-over points. 

WHAT ABOUT STAFF’S COMMODITY RATES? 

Like, the Company’s commodity rates, the first tier commodity rate for 3/4 inch 

and larger metered commercial customers is the same as the second tier of the 

5/8x3/4 inch metered residential customers. The second tier of the 3/4 inch and 

larger metered commercial customers is the same as the third tier of the 5/8 inch 

metered commercial customers. The primary difference between the Company and 

Staff is that Staff provides a very low first tier commodity rate. 

WHAT CONCERNS DO YOU HAVE WITH STAFF’S PROPOSED 

COMMODITY RATES? 

Staff is discounting water service and generating a subsidy (i.e., selling water well 

far below cost in the first rate block) for the 5/8x3/4 inch metered residential 

customers, the largest customer class. Further, larger metered customers reach the 

highest priced commodity rates sooner due to the relatively low break-over points. 

As a result, customers that use large amounts of water for various residential and 

30 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG 
A PROFESSIONAL CORPORA110 

PHOENIX 

Q* 
A. 

non-residential purposes will be required to pay much more than the cost of servic 

which ends up providing a significant subsidy for the low use residentia 

customers. 

WHAT IS WRONG WITH THIS? 

To begin with, Staff is pricing water far below the current $0.92 rate. As a resuli 

Staff is sending the wrong price signal for conservation to customers. Staff i 

recommending an overall increase in water revenues of about 24 percent, ye 

Staffs recommended commodity rate for the first tier is decreased by 18.4 percen 

to $0.75 per thousand. The commodity rate in the second tier is increased by on11 

about 5.8 percent over the current commodity rate. In contrast to the first an( 

second tier increases, the commodity rate in the third tier will be increased b! 

about 59 percent. 

Apparently Staff no longer believes it necessary to send a price signal tc 

customers falling in the first and second tiers because after nearly 20 years, the cos 

of water is little changed, or worse, it is cheaper than it was in 1992. Sadly, this iz 

the illogical end-result of Staffs revenue shifting run-amok. No longer does Stafi 

just want to make water cheap for small residential users. It appears Staff nc 

longer believes that anyone but the largest users need to conserve. I can only hope 

the ALJ and Commission realize that it is not just the utilities crying over the 

increased risk of revenue erosion. Instead, left to Staffs devices, rate design is 

now more of a social tool than a ratemaking one. 

In my view, the water conservation goal is important but it is equally 

important to provide revenue stability to the utility in order to have financially 

healthy utilities. These two goals often conflict with each other. The ultimate 

objective should be to find a reasonable balance between the two. In my view, the 

Staff rate design is unbalanced and should not be adopted. 
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A. 

Q. 

A. 

Q- 

A. 

HAVE YOU PREPARED A n SCHED ILES TO IL JSTRATE THE 

UNBALANCED NATURE OF STAFF’S RATE DESIGN? 

Yes. Included as Rebuttal Exhibit TJB-REI1 is a schedule similar to thc 

Company’s H- 1. This schedule shows the revenues recovered from each customei 

class under present rates and the Staff proposed rates. As the schedule shows 

under the current rates, approximately 64.5 percent of revenues are provided by the 

5/8x3/4 inch metered residential customers. Under Staffs proposed rates, the 

proportion of total revenues recovered from this customer class drops to about 55.8 

percent. There is a dramatic shift in revenue recovery away from the 5/8x3/4 inch 

metered residential customers. Remember, the 5/8x3/4 inch metered residential 

customers represent the largest customer class (96 percent of total customers). 

In contrast, as shown on Rebuttal Schedule H-1 , the Company’s proposed 

rates recover approximately 61.9 percent of revenues from this class compared to 

current rates at 64.5 percent. This shift is less dramatic. 

TO WHICH CUSTOMER CLASS IS THE REVENUE RECOVERY 

PRIMARILY SHIFTED TO UNDER THE STAFF RATES? 

The most dramatic increase in the revenue recovery to a customer class occurs with 

the irrigation class. Under current rates, approximately 15.7 percent of revenues 

are recovered from the irrigation class. Under Staffs proposed rates approximately 

24.3 percent of revenues are recovered from the irrigation class. Contrast this with 

the Company’s rate design which recovers approximately 17.6 percent of revenues 

from the irrigation class under the proposed rates. 

HAVE YOU PREPARED ANY SCHEDULES TO DEMONSTRATE HOW 

STAFF’S RATE DESIGN IMPACTS THE AVERAGE CUSTOMERS? 

Yes, Rebuttal Exhibit TJB-RB2 is similar to the H-2 schedule contained in the 

Company’s rebuttal filing. The H-2 shows the average bill at present and proposed 
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increase of about 24 percent. But, 

as shown on the schedule, Staff is providing only a 7.3 percent increase on the 

average 5/8x3/4 inch metered residential customers-less than about one-third of 

the overall percent increase of 24 percent. In contrast, as shown on the Company’: 

Rebuttal Schedule H-2, the average 5/8x3/4 inch metered residential customers wil 

see a 26.8 percent increase, about three-quarters of the overall percent increase 0’ 

3 8 percent. 

DO YOU HAVE ANY OTHER SCHEDULES DEMONSTRATING THE 

UNBALANCED NATURE OF STAFF’S RATE DESIGN? 

Yes, attached as Rebuttal Exhibit TJB-RB3. At page 3 of this exhibit is s 

breakdown of the revenue recovery from the monthly minimums and the 

commodity rates. Under present rates, approximately 38.8 percent of revenues are 

derived from the monthly minimums. This is shown on page 1 of the exhibit, 

However, under Staffs proposed rates, the percentage drops to 29.6 percent. This 

shift results in more revenue instability as less revenue from the monthly 

minimums exposes the Company to less revenues when water sales are affected by 

conservation 

In contrast, as shown on page 2 of the exhibit, the Company’s proposed rate 

design derives approximately 33.8 percent revenue recovery from the monthly 

minimums. I should note that based upon my experience, Staff typically 

recommends revenue recovery between 30 and 40 percent of the monthly 

minimums. In my view, it should be closer to 40 percent and preferably between 

40 percent and 50 percent. So, Pima’s current rate design is already riskier than 

most that I have seen. Shifting revenue recovery further away from the monthly 

minimums will only increase revenue instability and the Commission should not go 

too far in light of this. 

33 

Q. 

A. 

rate Staff is recommending n overall reveni 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG 

PHOENIX 
A P R O f E E S I O N A L  COQ.PORATl0 

Q. 
A. 

Q. 

A. 

Q* 

A. 

Finally, from a cost of service standpoint, the Staff rates provide mort 

subsidization than does the Company’s. I will discuss the results of my cost 01 

service (Rebuttal G schedules) updates and associated exhibits a bit later. For now 

the unbalanced subsidization occurring under Staffs rate design is another reasor 

Staffs rate design should not be adopted. 

ANY OTHER CONCERNS ABOUT THE STAFF PROPOSED RATES? 

Yes, Staff recommends a monthly minimum for the irrigation customer class that is 

different than the monthly minimum for effluent sales for the wastewater division. 

while at the same time recommending the same commodity rates for irrigation 

water (recovered effluent) for the water division and effluent water for the 

wastewater division. The Company recommends that both the monthly minimums 

and the commodity rates be the same, as this design is a reflection of the integrated 

nature of the water and wastewater operations with respect to irrigation water.55 

IN REBUTTAL EXHIBIT TJB-RJ31, STAFF’S RATES PRODUCE ABOUT 

$137,000 MORE REVENUE THAN IS REQUIRED FOR STAFF’S 

REVENUE REQUIREMENT. PLEASE COMMENT. 

Yes, that’s true. You will find the approximately $137,000 on line 31. It appears 

as a reconciling amount to balance to the Staff proposed revenue requirement. 

I have contacted Staff to try to resolve this issue. 

DOES THIS ERROR IMPACT YOUR COMMENTS REGARDING 

STAFF’S RATE DESIGN? 

No. 

” Bourassa Dt. at 22; Soriano Dt. at 4. 
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CO Rate Design 

PLEASE COMMENT ON RUCO’S RATE Q. 

A. 

Q. 
A. 

Q* 

A. 

RUCO is proposing an inverted three tier design for the 5/8 inch meterec 

residential, and an inverted two tier design for the 3/4inch and larger meterec 

customers.56 RUCO’s break-over points are the same under present rates and tht 

same as proposed by the Company. 

Like the Company’s rate design, RUCO’s rate design spreads the rate 

increase more evenly than Staffs rate design, and while RUCO’s rate design does 

shift revenue from the monthly minimums, it is less of a shift than Staffs rate 

design and is closer to the Company’s rate design. 

HAVE YOU PREPARED A SCHEDULE TO SHOW THIS? 

Yes, included as Rebuttal Exhibit TJB-RB4 is a schedule similar to the Company’s 

H-1 which shows the revenues recovered from each customer class under presen 

rates and RUCO’s proposed rates. As shown, the percentage of revenues recoverec 

from the 518x314 inch metered residential customers under RUCO’s proposed rate: 

is about 62 percent. Compare this to the 62.7 percent recovered from the 5/8x3/4 

inch metered residential customers under the Company’s proposed rates. 

HAVE YOU PREPARED A SCHEDULE TO ILLUSTRATE THE 

AVERAGE INCREASE BY CUSTOMER CLASS UNDER RUCO’S 

PROPOSED RATES? 

Yes. Rebuttal Exhibit TJB-RE35 is similar to the H-2 schedule contained in the 

Company’s rebuttal filing. The H-2 shows the average bill at present and proposed 

rates. RUCO is recommending a revenue increase of about 29 percent. As shown 

on the schedule, RUCO is providing a 19.6 percent increase on the average 

3. Comments on R 

THANK YOU, CAN YOU 

DESIGN? 

56 See RUCO Schedule RBM-RD2. 
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A. 

Q. 
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5/8 inch residential metered customers; about two-thirds of RUCO’s recommenc 

overall increase of 29 percent. 

WHAT CONCERNS DO YOU HAVE WITH RUCO’S PROPOSED RAT1 

DESIGN? 

While RUCO’s rate design is more balanced than Staffs rate design, it is toc 

complicated. In my view the complication is unnecessary. Let me explain. RUCC 

has proposed different monthly minimums for the residential and commercia 

customers. Further, RUCO has proposed different commodity rates for thc 

residential and commercial customers. This complicates the rate design and it i: 

unnecessary. Complicated rate designs are difficult to explain and for customers tc 

understand. Further, RUCO has not explained the reasons or provided a complett 

analysis to justify the differences in the monthly minimums and the commoditj 

rates between the residential and commercial classes. 

ARE THERE OTHER CONCERNS? 

Yes. There is clearly a problem with the 3/4 inch meter commercial commodity 

RUCO proposes a two-tier inverted block rate for this customer class as does the 

Company. However, the first tier commodity rate is the first tier commodity rate 

for the 3/4 inch metered residential customer, and the second tier commodity rate is 

the second tier commodity rate for 3/4 inch metered residential customer. The 

3/4 inch metered residential customers have a three-tier inverted block rate. As is 

typical, the first tier commodity rate for the 3/4 inch metered commercial 

customers is the second tier of the 3/4 inch metered residential customers, and the 

second tier is for the 3/4 inch metered commercial customers is the third tier of the 

314 inch metered residential customers. 

There is also a problem with the 3/4 inch metered residential customers 

commodity rates. The first tier commodity rate for the 3/4 inch metered residential 
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A. 

Q* 
A. 

customer is less than that of the first tier commodity rate of the 5/8x3/4 incl 

metered residential customer. The second tier commodity rate is less than thc 

second tier commodity rate of the 5/8x3/4 inch metered residential customer 

RUCO proposes the same monthly minimum and same break-over points for bot1 

of these customer classes and under the circumstances there is no apparen 

justification for different commodity rates. 

Finally, RUCO recommends a monthly minimum and commodity rate fo 

the irrigation customer class that is different than the monthly minimum an( 

commodity rate for effluent sales for the wastewater division and irrigation watei 

(recovered effluent) for the water division. The Company recommends that botk 

the monthly minimums and the commodity rates be the same as this design is s 

reflection of the integrated nature of the water and wastewater operations wit1 

respect to irrigation water.57 

4. Miscellaneous Charpes - Water Division 

ARE THERE ANY DISAGREEMENTS WITH RESPECT TO THE 

MISCELLANEOUS CHARGES? 

NO. 

5. Cost of Service Study - Water Rates 

HAVE YOU UPDATED YOUR COST OF SERVICE STUDY? 

Yes. I have updated my cost of service study to reflect the changes to rate base, 

revenues and expenses contained in the Company’s rebuttal filing. As shown on 

Rebuttal Schedule G-2, the returns at the rebuttal proposed rates continue to vary 

substantially between the various meter sizes. While all the returns are positive, 

the 5/8x3/4 inch customer classes provide returns below the 8.29 percent requested 

Bourassa Dt. at 22; Soriano Dt. at 4. 57 
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Q- 

A. 

in the instant case at 4 22 percent. The larger sized meters, such as the 1 inch 

2 inch, 3 inch customer classes are providing much higher returns at about 22 

percent, 23.6 percent, and 44 percent, respectively. The irrigation class providec 

for about a 39 percent return. This indicates that the larger meter customer classes 

as well as the irrigation class continue to subsidize the 5/8 inch and 3/4 incl- 

customer classes under the rebuttal proposed rates. However, consistent with the 

concept of gradualism, there is improvement in eliminating existing subsidization 

under the Company’s proposed rates. 

HAVE YOU PREPARED A SCHEDULE TO SHOW THE RESULTS OF A 

COST OF SERVICE STUDY USING THE STAFF RECOMMENDATIONS? 

Yes. Rebuttal Exhibit TJB--6 shows the cost of service study results using the 

Staff recommendations for rate base, revenues and expenses, and proposed rates. 

This schedule is similar to the G-2 schedule in my cost of service study. Keep in 

mind I believe the Staff rates produce too much revenue. That said, as shown on 

the schedule, all of the returns from the various customer size classes are positive. 

The 5/8x3/4 inch customer classes provide a return of just 0.45 percent, far below 

the Company’s 4.43 percent and well below the 7.80 percent recommended by 

Staff. The larger sized meters, such as the 1 inch, 2 inch, and 3 inch customer 

classes are providing much higher returns at about 26 percent, 30 percent, and 61 

percent, respectively. The irrigation class provides for a nearly 81 percent return. 

This demonstrates that the larger meter and irrigation class customer classes 

subsidize the 5/8 inch and 3/4 inch customer classes to a much greater extent under 

the Staff proposed rates than does the Company’s. 
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B. Wastewater Division 

1. Proposed Rates - Wastewater Division 

WHAT ARE THE COMPANY’S REBUTTAL PROPOSED RATES FOB 

WASTEWATER SERVICE? 

The Company’s proposed rates are: 

MONTHLY SERVICE CHARGES 

5/8” x 3/4” meters $ 25.97 

3/4” Meters $ 40.36 

1 ” Meters $ 67.78 

1 1/2” Meters $ 134.05 

2” Meters $ 214.02 

3” Meter $ 415.50 

4” Meters $ 649.23 

6” Meter $1,298.45 

Effluent Sales 

Monthly minimum $ 200.00 

Gallons in minimum 0 

Commodity Rate $ 0.55 

WHAT WILL BE THE AVERAGE 5/8X3/4 INCH RESIDENTIAL 

CUSTOMER MONTHLY BILL UNDER THE NEW RATES? 

As shown on Wastewater Schedule H-2, page 1, the monthly bill under proposed 

rates for a 5/8 inch residential customer is $25.97-a $3.24 increase from the 

present monthly bill or a 14.25 percent increase. 
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2. Comments on Staff and RUCO Rate Desims 

PLEASE COMMENT ON THE PROPOSED RATE DESIGNS OF STAFF 

AND RUCO? 

All of the parties recommend similar flat rate designs for the wastewater division. 

In addition, all of the parties recommend a monthly minimum for effluent sales and 

a commodity rate for all gallons. 

WHAT ARE THE DIFFERENCES IN DESIGNS BETWEEN THE 

COMPANY AND RUCO? 

Let’s begin with the Staff rate design. Staff only recommends an increase to tht 

monthly minimums for the 5/8x3/4 inch metered residential customers. The large] 

meter monthly minimums are the same as under current rates. Since Staff does no 

explain why this is the case, in my view this is not fair and reasonable. I shoulc 

also note the Staff rates produce too much revenue on the order of about $28,000 

I have contacted Staff about this issue. 

On the other hand, RUCO scales the monthly minimums based on the flows 

of a 5/8x3/4 inch water meter to set the monthly minimums for the various size 

meter classes.58 This results in less of an increase to the larger metered classes than 

the increase on the 5/8x3/4 inch meter class. The Company proposes to increase 

the monthly minimums by the same percentage so that the increase in revenues is 

shared more equitably among the classes. 

IS IT NECESSARY TO SCALE THE MONTHLY MINIMUMS IN THE 

INSTANT CASE? 

No. The monthly minimums already increase as the size of the water meter and the 

minimums are close to where they would be if scaling the minimums were 

employed. As a result and for the reason that I believe that the increase in revenues 

26 

FENNEMORE CRAIG 
A PROFESSIONAL CORPORATIO 

PHOENIX 

Q* 

A. 

Q* 

A. 

Q* 

A. 

Coley Dt. at 32. 58 
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FENNEMORE CRAIG 
\ PROFES81OHAL CORPOKATIOI 

PHOENIX 

should be shared more equitably in the instant case, there is no basis to scale the 

minimums at this time. 

DO YOU HAVE ANY COMMENTS OR CONCERNS ON THE RUCO 

PROPOSED RATES? 

Yes, I have two comments. First, I believe the RUCO proposed rates produce to1 

little revenue - on the order of approximately $90,000. I have contacted RUCO tc 

investigate the discrepancy. Second, as I mentioned earlier, RUCO recommends 

monthly minimum and commodity rate for the irrigation customer class that i 

different than the monthly minimum and commodity rate for effluent sales for thc 

wastewater division and irrigation water (recovered effluent) for the water division 

The Company recommends that both the monthly minimums and the commodit; 

rates be the same as this design is a reflection of the integrated nature of the watei 

and wastewater operations with respect to irrigation water.59 

3. Miscellaneous Charges - Wastewater Division 
ARE THERE ANY DISAGREEMENTS WITH RESPECT TO THE 

MISCELLANEOUS CHARGES? 

No. 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 

Q* 

A. 

Q. 

A. 

Q* 
A. 

59 Bourassa Dt. at 22; Soriano Dt. at 4. 
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Pima Utility Company - Water Division Attachment 

518x314 Inch Residential 
314 Inch Residential 
1 Inch Residential 
Subtotal 

518x314 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 
Subtotal 

Irrigation 
Irrigation recovered effluent 

Revenue Breakdown Summary 
Present Rates 

Page 1 

Present 
Monthly Commodity Commodity Commodity 

Mins First Tier Second Tier Third Tier Total 
$ 666,421 $ 468,773 $ 139,254 $ - $ 1,274,448 
$ - $  - $  - $  - $  
$ 42,816 $ 19,994 $ 55,316 $ - $ 118,126 
$ 709,237 $ 488,767 $ 194,570 $ - $ 1,392,574 

36.00% 24.81 % 9.87% 0.00% 70.68% 

4,241 $ 3,355 $ 17,492 $ - $ 25,088 $ 
$ 274 $ 203 $ 1,343 $ - $  1,819 
$ 8,832 $ 2,703 $ 17,616 $ - $ 29,151 

2,772 $ 866 $ 6,803 $ - $ 10.440 $ 
$ 30,264 $ 8,165 $ 170,037 $ - $ 208,466 
$ 46,382 $ 15,292 $ 213,291 $ - $ 274.965 

2.35% 0.78% 10.83% 0.00% 13.96% 

$ 9,540 $ 300,594 $ - $  - $ 310,134 
$ - $ (7,324) $ - $  - $ (7,324) 

TOTALS $ 765,160 $ 797,328 $ 407,861 $ - $ 1,970,349 
Percent of Total 38.83% 40.47% 20.70% 0.00% 100.00% 
Cummulative % 38.83% 79.30% 100.00% 100.00% 



518x314 Inch 
314 Inch 
1 Inch 
Subtotal 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
Subtotal 

Irrigation 

Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Pima Utility Company - Water Division 
Revenue Breakdown Summary 

Company Proposed Rates 

Attachment 
Page 2 

Present 
Monthly Commodity Commodity Commodity 

Mins First Tier Second Tier Third Tier Total 
$ 789,043 $ 350,254 $ 308,594 $ 216,387 $ 1,664,278 
$ - $  - $  - $  - $  
$ 50,694 $ 62,265 $ 45,058 $ - $ 158,018 
$ 839,737 $ 412,519 $ 353,652 $ 216,387 $ 1,822,295 

31.38% 15.41 % 13.21 % 8.09% 68.09% 

$ 5,021 $ 5,416 $ 27,181 $ - $ 37,618 
$ 324 $ 343 $ 2,086 $ - $  2,753 
$ 10,457 $ 9,137 $ 21,077 $ - $ 40,671 
$ 3,282 $ 4,844 $ 5,991 $ - $ 14,117 
$ 35,833 $ 74,757 $ 182,842 $ - $ 293,431 
$ 54,917 $ 94,496 $ 239,177 $ - $ 388,589 

14.52% 2.05% 3.53% 8.94% 0.00% 

$ 10,600 $ 462,155 $ - $  - $ 472,755 
Irrigation recovered effluent $ - $ (7,324) $ - $  - $ (7,324) 

TOTALS $ 905,254 $ 961,846 $ 592,829 $ 216,387 $ 2,676,316 
Percent of Total 33.82% 35.94% 22.1 5% 8.09% 100.00% 
Cummulative % 33.82% 69.76% 91.91% 100.00% 



Pima Utility Company -Water Division - Staff Rates 
Revenue Breakdown Summary 

Proposed Rates 

Attachment 
Page 3 

518x314 Inch Residential 
314 Inch Residential 
1 Inch Residential 
Subtotal 

5/8x3/4 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 
Subtotal 

Irrigation 
Irrigation recovered effluent 

TOTALS 
Percent of Total 
Cummulative % 

Present 
Monthly Commodity Commodity Commodity 

Mins First Tier Second Tier Third Tier - Total 
$ 666,421 $ 283,007 $ 275,950 $ 221,646 $ 1,447,024 
$ - $  - $  - $  - $  
$ 42,816 $ 49,758 $ 55,057 $ - $ 147,631 
$ 709,237 $ 332,765 $ 331,007 $ 221,646 $ 1,594,655 

27.49% 12.90% 12.83% 8.59% 61.80% 

$ 4,241 $ 4,843 $ 27,841 $ - $ 36,925 

$ 8,832 $ 7,112 $ 23,180 $ - $ 39,124 
$ 2,772 $ 2,689 $ 8,607 $ - $ 14.068 

$ 274 $ 306 $ 2,137 $ - $  2,717 

$ 30,264 $ 31,431 $ 240,551 $ - $ 302.246 
$ 46,382 $ 46,382 $ 302,316 $ - $ 395.080 

1.80% 1.80% 11.72% 0.00% 15.31 % 

$ 9,540 $ 588,198 $ - $  - $ 597,738 
$ - $ (7,324) $ - $  - $  (7,324) 

$ 765,160 $ 960,021 $ 633,323 $ 221,646 $ 2,580,149 
29.66% 37.21% 24.55% 8.59% 100.00% 
29.66% 66.86% 91.41 % 100.00% 



Pima Utility Company - Water Division - RUCO Rates 
Revenue Breakdown Summary 

Proposed Rates 

Attachment 
Page 4 

Present 
Monthly Commodity Commodity Commodity 

Mins First Tier Second Tier Third Tier Total 
5/8x3/4 Inch Residential $ 721,372 $ 343,382 $ 296,954 $ 215,328 $ 1,577,035 
314 Inch Residential $ - $  - $  - $  - $  
1 Inch Residential $ 46,750 $ 60,891 $ 44,838 $ - $ 152,478 
Subtotal $ 768,121 $ 404,272 $ 341,792 $ 215,328 $ 1,729,513 

30.39% 15.99% 13.52% 8.52% 68.42% 

518x314 Inch Commercial $ 4,643 $ 5,169 $ 26,724 $ - $ 36,536 
314 Inch Commercial $ 300 $ 239 $ 1,517 $ - $  2,055 
1 Inch Commercial $ 9,671 $ 8,720 $ 20,723 $ - $ 39,114 
I 112 Inch Commercial $ 3,035 $ 4,623 $ 5,890 $ - $ 13,548 
2 Inch Commercial $ 33,139 $ 71,352 $ 179,768 $ - $ 284,259 
Subtotal $ 50,787 $ 90,104 $ 234,621 $ - $ 375,512 

2.01 % 3.56% 9.28% 0.00% 14.85% 

Irrigation $ 10,070 $ 420,141 $ - $  - $ 430,211 
Irrigation recovered effluent $ - $ (7,324) $ - $  - $ (7,324) 

TOTALS $ 828,978 $ 907,193 $ 576,413 $ 215,328 $ 2,527,912 
Percent of Total 32.79% 35.89% 22.80% 8.52% 100.00% 
Cummulative % 32.79% 68.68% 91.48% 100.00% 
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Pima UtilityCompany -Water Division 
Test Year Ended December 31,201 0 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Exhibit 
Rebuttal Schedule A-1 
Page 1 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Fair Value Rate Base $ 9,073,324 

241,792 

2.66% 

$ 752,179 

8.29% 

$ 510,386 

1.3979 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

$ 71 3,480 

$ 1,977,627 
$ 71 3,480 
$ 2,691,108 

36.08% 

Present Proposed Dollar Percent 
Increase Rates Increase - Rates - 

$ 1,274,912 $ 1,664,864 $ 389,952 30.59% 
116.781 156,268 39,486 33.81% 

Customer 
Classification 
/Residential Commercial, lrriqationl 
518x314 Inch Residential 
1 Inch Residential 

25,431 38,127 12,696 49.92% 
1,819 2.753 934 51.33% 

28,761 40.144 1 1,383 39.58% 
10,567 14,276 3,709 35.10% 

208,085 292,965 84,880 40.79% 

518x314 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 

31 7,458 480,079 162,622 51.23% Irrigation 

(6,142) (5,835) 307 -5.00% 

$ 1,977,673 $ 2,683,640 $ 705,967 35.70% 

Revenue Annualization 

Subtotal 

7,261 7,261 0.OO0h 
(7,306) 207 7.513 -102.83% 

Other Water Revenues 
Reconciling Amount 
Rounding 
Total of Water Revenues 

0.00% 
$ 1,977,628 $ 2,691,108 $ 71 3,480 36.08% 

SUPPORTING SCHEDULES: 
6-1 
c-I 
c-3 
H-I 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes & Credits 

plus: 
Unamortized Finance 

Deferred Tax Assets 
Allowance for Working Capital 

Charges 

Total Rate Base 

SUPPORTING SCHEDULES: 
8-2 
8-3 
8-5 
E-1 

Original Cost 
Rate base 

$ 14,571.659 
4,788,552 

$ 9,783,107 

(0) 

1,056,007 

(346,223) 

Exhibit 
Rebuttal Schedule B-1 
Page 1 
Witness: Bourassa 

Fair Value 
Rate Base 

$ 14,571,659 
4,788,552 

$ 9,783,107 

1,056,007 

(346,223) 

$ 9,073,324 $ 9,073,324 



Pima UtilityCompany - Water Division 
Test Year Ended December 31, 2010 

Original Cost Rate Base Proforma Adjustments 

Exhibit 
Rebuttal Schedule 6-2 
Page 1 
Witness: Bourassa 

Adjusted 
at end 

of 
Test Year 

Actual 
at 

End of 
Test Year 

Proforma 
Adiustment 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Gross Utility 
Plant in Service $ 14,546,128 25,531 $ 14,571,659 

Less: 
Accumulated 
Depreciation 4,788,169 383 4,788,552 

Net Utility Plant 
in Service $ 9,757,959 $ 9,783,107 

Less: 
Advances in Aid of 

Construction (374,236) 374,236 

Contributions in Aid of 
Construction - Gross 632,418 

(346.223) 

423,589 1,056,007 

(346.223) Accumulated Amortization of ClAC 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

Plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Working capital 

Charges 

Total $ 9,073,324 $ 9,097,529 

RECAP SCHEDULES: 
6-1 

SUPPORTING SCHEDULES: 
6-2, pages 2 
E-I 
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Pima UtilityCompany - Water Division 
Test Year Ended December 31,201 0 

B-2 Adjustment 1 - A  
Capitalized Expenses 

Line Plant 
No. & DescriDtion Amount 
1 307 Wells and Springs $ 3,902 

3 333 Services 15,692 

4 
25,531 

6 

2 31 1 Electric Pumping Equipment 5,937 

5 Total $ 

7 
8 Increase in Plant-in-Service $ 25,531 

9 
10 
11 
12 
13 
14 
15 
16 ReferencelSuwortinq Schedule 
17 Staff Rate Base Adjustment No. 1, Schedule CSB-4 
18 
19 
20 
21 
22 
23 
24 
25 

Exhibit 
Rebuttal Schedule B-2 
Page 3.1 
Witness: Bourassa 
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Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

8-2 Adjustment 2 - A 
Depreciation Related to Capitalized Expenses 

Line Plant 
No. A- Description Amount 

1 307 Wells and Springs $ 3,902 

3 333 Services 15,692 
4 
5 Total 

6 
7 
8 Increase in Accumulated Depreciation 
9 
10 
11 
12 
13 
14 
15 
16 ReferencelSumortinq Schedule 
17 Staff Rate Base Adjustment No. 2, Schedule CSB-5 

19 
20 
21 
22 
23 
24 
25 

2 31 1 Electric Pumping Equipment 5,937 

l a  

Exhibit 
Rebuttal Schedule 6-2 
Page 4.1 
Witness: Bourassa 

Depr 
- Rate Years Depreciation 
3.00% 0.5 $ 59 

3.00% 0.5 235 
3.00% 0.5 a9 

383 

S 383 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,201 0 

B-2 Adjustment 3 
Reclassify AlAC to ClAC 

Line 
No. 
1 
2 
3 
4 Total 
5 
6 
7 Increase (Decrease) in AlAC 
8 
9 
10 Increase (Decrease) in ClAC 
1 1  
12 
13 
14 
15 ReferenceISwportinq Schedule 
16 RUCO Rate Base Adjustment No. 1, Schedule RBM-6 
17 
18 
19 
20 
21 
22 
23 
24 

Advances-in-aid of Construction related to bankrupt developer 
Unrefunded AlAC related to bankrupt developer 

Exhibit 
Rebuttal Schedule B-2 
Page 5 
Witness: Bourassa 

$ 374,236 
49,353 

$ 423,589 

$ (374,236) 

$ 423,589 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Computation of Working Capital 

Cash Working Capital (1/8 of Allowance 
Operation and Maintenance Expense) 

Pumping Power (1/24 of Pumping Power) 
Purchased Water (1124 of Purchased Water) 
Prepaid Expenses 

Total Working Capital Allowance 

Working Capital Requested 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

SUPPORTING SCHEDULES: 
E-I 

Exhibit 
Rebuttal Schedule B-5 
Page 1 
Witness: Bourassa 

$ 87,361 
10,519 

5 97.880 

$ 

Adiusted Test Year 
$ 1,735,835 

$ 39,984 
77,191 

667,320 

252,453 
698,886 $ 

$ 87,361 

RECAP SCHEDULES: 
B- 1 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Income Statement 

Revenues 
Metered Water Revenues 
Unrnetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Salaries and Wages - Off. and Oir. 
Employee Pensions and Benefits 
Purchased Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services - Accounting 
Contractual Services - Legal 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - Equipment 
Transportation Expenses 
Insurance -Vehicle 
Insurance - General Liability 
Insurance - Worker's Comp 
Reg. Comm. Exp. 
Reg. Cornm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

C-I, page 2 
E-2 

Direct 
Adjusted 
Results 

$ 1,970,366 

7,261 
$ 1.977.627 

$ 220,827 
90,294 
64,900 

252.453 
16,721 

100,885 
67,321 
5,283 
3,067 

14.175 
54,797 

3,203 
44,637 
17,464 
10,840 
1,009 
3,671 

50,000 
4,766 

15,934 
686.998 
40,883 
83.358 

(27,157) 

18.737 

$ 1,845,067 
$ 132,560 

48.219 
1,254 

(203,041) 
(1,692) 

(758) 
$ (156,017) 
$ (23,457) 

Exhibit 
Rebuttal Schedule C-I 
Page 1 
Witness: Bourassa 

Rebuttal Proposed Adjusted 
Adjusted Rate with Rate 

Adiustment Results increase Increase 

- $ 1,970,366 $ 713.480 S 2,683,846 $ 

7,261 7,261 
1,977,627 $ 713,480 $ 2.691.108 $ - $  

- $  
(50,096) 

(50,000) 

(6,354) 
(1 9,677) 

(6,167) 
67,141 

220.827 
40,198 
64,900 

252,453 
16,721 
71,396 
66,861 

1.381 
3,067 

14,175 
54,382 
8.925 
3,203 

44,637 
17,464 
10.840 
1,009 
3,671 

4,766 
9,580 

667,320 
40.883 
77,191 
39.984 

$ 220.827 
40,198 
64.900 

252,453 
16.721 
71,396 
66,861 

1,381 
3,067 

14.175 
54,382 
8,925 
3,203 

44,637 
17,464 
10.840 
1,009 
3,671 

4,766 
9,580 

667,320 
40.883 

9,555 86,746 
193,539 233,523 

$ (109,232) $ 1,735,835 $ 203.094 $ 1,938,929 
$ 109,232 $ 241,792 $ 510.386 $ 752,178 

48,219 
1,254 

66,693 (136,349) 
(1,692) 

48.219 
1,254 

(136.349) 
(1.692) 

(758) (758) 
$ 66,693 $ (89.325) $ - $ (89,325) 
$ 175,924 $ 152.467 $ 510,386 $ 662,853 

RECAP SCHEDULES: 
A- 1 
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Line 
- No. 

1 
L 

3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 Other 
14 Income/ 
15 Expense 
16 
17 Netlncome 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 Interest 
33 Expense 
34 Other 
35 Income/ 
36 Expense 
37 
38 Netlncorne 
39 
40 
41 
42 
43 
44 
45 
46 Revenues 
47 
48 Expenses 
49 
50 Operating 
51 Income 
52 
53 Interest 
54 Expense 
55 Other 
56 Incornel 
57 Expense 
58 
59 Netlncome 

Pima UtilityCornpany -Water Division 
Test Year Ended December 31,2010 

Adjustments to Revenues and Expenses 

Exhibit 
Rebuttal Schedule C-2 
Page 1 
Witness: Bourassa 

Adjustments to Revenues and ExDenses 
1. 2 3 3 5 6 Subtotal 

Depreciation Property Rate Case Salaries 8 Office Supplies Repairs 8 
EXDenSe yygfg and Exwnse Maintenance ExDense Taxes 

(1 9,677) (6,167) (50,000) (50,096) (460) (29.489) (155.890) 

19,677 6,167 50,000 50,096 460 29,489 155,890 

19,677 6,167 50,000 50,096 460 29,489 155.890 

Adiustments to Revenues and ExDenses 
10 - 11 - 12 Subtotal 7 9 - 

Contractual Contractual Contractual Intentionally Intentionally 
Services - Services - Services - Bank Left Left 

Enaineerinq Testinq - Fees 

(3,902) (9,812) (415) (6,354) (176,373) 

3,902 9,812 415 6.354 176,373 

3,902 9.812 415 6,354 176,373 

Adiustments to Revenues and ExDenses 
16 17 - 18 - Total - 13 14 - 15 - 

lntentionallv intentionally Intentionally Intentionally 
Left Left Interest Income Left Left 
Blank Blank Svnch. Taxes - Blank 

67,141 (1 09,232) 

(67,141) 109,232 

66,693 66,693 

66,693 (67,141) 1 75,924 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Acct. 
- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

DeDreciation Expense 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs 8 Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 

Less: Amortization of Contributions 
Total Depreciation Expense 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues andlor Expenses 

SUPPORTING SCHEDULE 
8-2, page 3 

Adjusted 
Original 

Cost 

97,637 
315,125 

610,601 

2,269,738 

58,255 

1,102,197 
73,937 

2,916,048 
4,724.840 

923,202 
887,381 

4.239 
28,479 
61,635 

134,506 

124,899 
238,939 

$ 14,571,659 

Proposed 
Rates - 

0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 

2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 

8.33% 

Exhibit 
Rebuttal Schedule C-2 
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Depreciation 
Expense 

10,494 

20,333 

283.717 

11,651 

24,469 
3,697 

58,321 
157.337 
76,903 
17,748 

283 
5,696 

12,327 

6,725 

6,245 
23,894 

10.00% 
$ 719.839 

Gross ClAC Amort. Rate 
$ 1,056,007 4.9733% $ (52,519) 

$ 667,320 

686,998 

(1 9,677) 

$ (1 9,677) 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Prowerty Taxes 

DESCRIPTION 
Company Adjusted Test Year Revenues - 2007 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Company Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP - 201 0 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Tax on Parcels 
Total Property Taxes (Line 16 + Line 17) 
Test Year Property Taxes 
Adjustment to Test Year Property Taxes (Line 18 - Line 19) 

Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
Company Test Year Adjusted Property Tax Expense (Line 18) 
Increase in Property Tax Due to Increase in Revenue Requiremenl 

Exhibit 
Rebuttal Schedule C-2 
Page 3 
Witness: Bourassa 

Test Year Company 
as adiusted Recommended 

$ 1,977,627 $ 1,977,627 
2 

3,955,255 
1,977,627 
5,932,862 

3 
1,977,627 

3,955,255 

112,708 
3,642,547 

20.0% 

10.0442% 
768,509 

$ 77,191 

$ 77,191 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 

$ 83,358 
$ (6,167) 

2 
3,955,255 
2,691,108 
6,646,363 

3 
2,215,454 

2 
4,430.908 

112,708 
4,316,200 

20.0% 
863,640 

10.0442% 
$ 86,746 

$ 77,191 
$ 9,555 

$ 9,555 
71 3.480 $ 

1.33923% 



Pima UtilityCompany -Water Division 
Test Year Ended December 31.2010 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case Expense 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 Increase(decrease) Rate Case Expense 
13 
14 Adjustment to Revenue and/or Expense 
15 
16 
17 
18 
19 REFERENCE 
20 See Testimony 

Annual Rate Case Expense per Direct 

Amount to include in operating expenses 
a 

Exhibit 
Rebuttal Schedule C-2 
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$ 50,000 

$ (50,000) 

$ (50,000) 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Exhibit 
Rebuttal Schedule C-2 
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Salaries and Waqes - Offices and Directors 

Line 
No. 

1 
2 Proposed Salaries and Wages for Officers and Directors $ 40,198 
3 
4 Test Year Salaries and Wages - Officers and Directors $ 90,294 
5 
6 Increase (decrease) in Salaries and Wages - Officers and Directors $ (50,096) 
7 
8 
9 
10 
11 
12 
13 REFERENCE 
14 Testimony 
15 
16 
17 
18 
19 
20 

Adjustment to Revenue andlor Expense $ (50,096) 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Office Supplies and Expense 

Line 
- No. 
1 
2 

4 Remove coffee service expense 
5 
6 
7 
8 
9 
10 
11 Adjustment to Revenue andlor Expense 
12 
13 REFERENCWSUPPORTING SCHEDULES 
14 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Office Supplies and Expense 

Staff Adjustment No. 4, Schedule CSB-11 

$ 

Exhibit 
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460 

$ (460) 

$ (460) 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Repairs and Maintenance 

Line 
- No. 
1 
2 
3 
4 
5 Total 
6 
7 
8 
9 
10 
11 Adjustment to Revenue andlor Expense 
12 
13 REFERENCEEUPPORTING SCHEDULES 
14 
15 
16 
17 
18 
19 
20 

Remove capitalized expenses from Repairs and Maintenance 
Normalization adjustment for tree removal costs 

Increase (decrease) in Repairs and Maintenance 

Staff Adjustment No. 3, Schedule CSB-10 

Exhibit 
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$ 21,629 
7,860 

$ 29,489 

$ (29,489) 

$ (29,489) 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Contractual Services - Enqineerinq 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 

9 
10 Adjustment to Revenue andlor Expense 
11 
12 REFERENCEEUPPORTING SCHEDULES 
13 
14 
15 
16 
17 
18 
19 
20 

Remove capitalized expenses from Contractual Services - Eng. 

Increase (decrease) in Contractual Services - Eng. 
a 

Staff Adjustment No. 5, Schedule CSB-12 
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Rebuttal Schedule C-2 
Page 8 
Witness: Bourassa 

$ 3,902 

$ (3,902) 

$ (3,902) 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

Contractual Services - Testing 

Line 
- No. 

1 
2 Staff Recommended Testing Expenses 
3 
4 Test Year Testing Expenses 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 REFERENCE/SUPPORTING SCHEDULES 
17 
18 
19 
20 

Increase (decrease) in Testing Expense 

Staff Adjustment No. 6, Schedule CSB-13 
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$ 8,925 

$ 18,737 

$ (9,812) 

$ (9,812) 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

Contractual Services - Other 

Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 Adjustment to Revenue andlor Expense 
11 
12 REFERENCE/SUPPORTING SCHEDULES 
13 
14 
15 
16 
17 
18 
19 
20 

Remove expenses from Contractual Services -Other 

Increase (decrease) in Contractual Services - Other 

Staff Adjustment No. 7, Schedule CSB-14 

$ 
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41 5 

$ (41 5) 

$ (415) 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 10 

Miscellaneous Expense 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 Adjustment to Revenue andlor Expense 
12 
13 REFERENCWSUPPORTING SCHEDULES 
14 RUCO Adjustment No. 6, Schedule RBM-15 
15 
16 
17 
18 
19 
20 

WW Division bank fees recorded on Water Division’s books 

Increase (decrease) in Miscellaneous Expense 

Exhibit 
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$ 6,354 

$ (6,354) 

$ (6.354) 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Pima UtilityCompany - Water Division 
Test Year Ended December 31,201 0 

Adjustment to Revenues and Expenses 
Adjustment Number 15 

interest Svnchronization 

Fair Value Rate Base 
Weighted Cost of Debt 
Interest Expense 

Test Year interest Expense 

increase (decrease) in Interest Expense 

Adjustment to Revenue and/or Expense 

Weiqhted Cost of Debt ComDutation 

Amount Percent 
Debt $ a,37o,ooo 35.36% 
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$ 9,073,324 
1.50% 

$ 136,349 

$ 203,041 

(66,693) 

$ 66,693 

Weighted 
Cost Cost 

4.25% 1.50% 
Equity $ 15,301,736 64.64% 10.50% 6.79% 
Total $ 23,671,736 100.00% 8.29% 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and/or Expenses 
Adjustment Number 16 

Exhibit 
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income Tax Comwtation 

Test Year Adjusted 
Adjusted with Rate 

Increase Results 
Revenue $ 1,977,627 $ 2,691,108 
Operating Expenses Excluding Income Taxes 1,695,851 1,705,406 
Synchronized interest 

income Before Taxes 

Arizona Income Before Taxes 

Less: Effective Arizona Income Tax 
Rate = 4.4237% ’ 

Federal Income Before Taxes 

Less Arizona Income Taxes 

Federal Taxable income 

FEDERAL INCOME TAXES: 
Effective Federal Tax Rate = 24.1 383% ’ 

Federal Income Taxes 

Total Income Tax 

Overall Tax Rate 

Income Tax 
Test Year Income tax Expense 
Adjustment to Income Tax Expense 

136,349 136,349 

$ 145,428 $ 849,353 

$ 145,428 $ 849,353 

$ 6,433 $ 37,573 

$ 145,428 $ 849,353 

$ 6.433 $ 37,573 

$ 138,994 $ 811,780 

$ 33,551 $ 195,950 

$ 33.551 

$ 39,984 

27.49% 

$ 39,984 
(27,157) 

$ 67,141 

See work papers/testirnony 1 

$ 195,950 

$ 233,523 

27.49% 

$ 233,523 
39,984 

$ 193,538 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Computation of Gross Revenue Conversion Factor 

Line 
- No. Description 

1 
2 
3 Property Taxes 
4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 
12 
13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3,page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Combined Federal and State Effective Income Tax Rate 

Operating Income % = 100% - Tax Percentage 

Exhibit 
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Percentage 
of 

Incremental 
Gross 

Revenues 
27.494% 

0.971% 

28.465% 

71 535% 

1.3979 

RECAP SCHEDULES: 
A- 1 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

. .. 
Pima UtiiilyCompany - Water Division 

me 
.ro. 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

' 0  
I 
2 

33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 
54 
55 

56 
57 
58 

. 
Pima UtililyCompany . Waler Division 
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I 1,977,627 
$ 1.695.851 

GROSS REVENUE CONVERSION FACTOR 

(A) 
Desaiotion 

2.691.108 $ 2.691.108 
$ 1.977.627 s 1705.406 5 1.705.406 $ 1,695.851 s 

€alculation 01 Grnss Revenue Conversion Factor 
Revenue 
Uncdlecible Factor (Line 11) 
Revenues (Ll - U )  
Combined Federal and State Income Tax and Properly Tax Rale (Line 23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 I L5) 

Calculation of Uncollectible factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Cwnbined lnwme Tax Rate (L7 - L8 ) 
Uwollectible Rats 
Uncollectible FaUw (L9 . L10 ) 

Calculation OfEffeciive Tax Rate: 
Operaling Incorrm Before Taxes (Anzona Taxable Income) 
Arizona State Inwrne Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 54) 
Efledive Federal Income Tax Rate (Lt4 x L15) 
Combined Federal and State lnwme Tax Rate (L13 +L16) 

f 136.349 
s 145.428 

4 4237% 
s 6,433 
s 138.994 

100 OOOOK 
27 4942% 
72 5058% 

0 r n O %  
0 OOOO% 

136,349 $ 136,349 
849.354 s 849.354 $ 

S 6.433 f 37.573 s 37.573 $ 
4 4237% 4 4237% 4 4237% 4 4237% 4 4237% i $ 136,349 $ 

$ 145,428 $ 

$ 138,994 $ 811.781 f 811.781 $ 

100.0000% 

f 136.349 
s 145.428 

4 4237% 
s 6,433 
s 138.994 

4.4237% 
95.5763% 
24.1383% 
23.0705% 

136,349 $ 136,349 
849.354 s 849.354 $ 

S 6.433 f 37.573 s 37.573 $ 
4 4237% 4 4237% 4 4237% 4 4237% 4 4237% i $ 136,349 $ 

$ 145,428 $ 

$ 138,994 $ 811.781 f 811.781 $ 

27.4942% 

I s 
s 33,551 S 33.551 $ - s  195,950 
t 39.984 1 s 39,984 I $ - I I $  233,523 

G-r 

Combined Federal and State lnwme Tax Rate (L17) 27.4942% 
One Minus Combined Income Tax Rate (LlBL19) 72.5058% 
Property Tax Factor 1.3392% 
Efledive Property Tax Fador (L20Y21) 
Combined Federal and Stale lnwme Tax and Properly Tax Rate (L17+L22) 

Unity lOO.OOOO% 

0.9710% 
28.4652% 

$ 195,950 $ 
I 233.523 $ 

Required Operating lnwme 
AdiustedTesl Yeaf Operating lnwme (Loss) 
Required Increase in Operating Incane ( U 4  - U5)  

S 9.0?3.324 
1.5027% 

$ 136,349 

5 752,179 
t 241.792 

$ 510.386 

N/A 
S 

$ 
O.oooO% 

Income Taxes on Recommended Revenue (Col. (E), L52) 5 233,523 
Income Taxes on Test Year Revenue (Col. (F). L52) s 39.984 
Required InueaSe in Revenue to Prnvide for lnwme Taxes (L27 - US) S 193,539 

Recommended Revenue Requirement 
Uncdlectible Rale (Line IO) 
Unwlleclible Expense on Rewmmended Revenue (L30 * L31) 

s 2,691,108 
0.0000% 

s 
Adjusted Test Year Uncollectible Expense s 
Required Increase in Revenue to Provide for Uncolledible Exp. 

Property Tan with Recommended Revenue 5 86,746 
Property Tax on Tesl Year Revenue J 77,191 

I 

lnctease in Property Tax Due to lnaease in Revenue (L35-L36) 5 9,555 

Total Required Increase in Revenue (L26 + L29 + L37) 

Calculabon of Income Tax. 
Revenue 
Operaling Expenses Excluding Income Taxes 
Synchronized lnlerest (L58) 
Arizona Taxable Inwme (L39 - L40 - L41) 
Arizona State Effective lnwrne Tax Rale (see work papers) 
Arizona Income Tax (L42 x L43) 
Federal Taxable lnwm (L42 . L44) 
Efledive Tax Rate (see work papers) 
Federal lnwme Tax (L45 x L46) I S  

24 1383% 24;.1;;7/ I I s  195.950 I $ ':9%21 24.1383% 
33.551 I $ 

I :  : I  I I I: 
Total Federal Income Tax 
Combined Federal and Slate Income Tax (L35 + L42) 

- I  I I 

COMBINFP App(icable Federal income Tax Rate [Gal. [D]. L51 - CoI [A]. L511 I [Col p]. L45 - Col. [A], L45) 
l!YN€!3 ApplicsMe Federal Income Tax Rate [Col [E]. L51 - Col [E]. L51] I [a. [E]. L45 - CoI. IS]. L45] 

Calculation 01 Interest Svnchronization: 
Rale Base 
WeigMed Average Cos1 of Debt 
Synchronized Interest (L56 x L57) 

24.1383% 
24.1383% 
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Pima Utility Company -Water Division 
Test Year Ended December 31,2010 

Plant and Depreciation Expense Allocations Functions 
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COMMODITY - DEMAND METHOD FUNCTION FACTORS 

Line 
- No. 

1 
2 Description 
3 Wells 
4 Pumps & Equipment 
5 Trans. & Dist. Mains 
6 Structures & Improv. 
7 Land 
8 Customer 
9 Services 
10 Meters 
11 Fire Hydrants 
12 Transportation Equip. 
13 Office Furniture 
14 Communication Equip. 
15 Water Treatment Equip. 
16 
17 
18 
19 
20 

Total 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1.00 
1 .oo 
1 .oo 
1 .oo 
1 .oo 

Demand Commodity Customer 
0.80 0.20 
0.80 0.20 
0.90 0.10 
1 .oo 
I .oo 

0.25 

0.25 
0.1 0 

1 .oo 
1 .oo 
1 .oo 
1 .oo 
0.75 
1 .oo 
0.75 

0.90 



-0 P 



Pima Utility Company -Water Division 
Test Year Ended December 31,2010 

Cost of Service Study, Using Commodity Demand Method 
Development of Class Allocation Factors 

COMMODITY ALLOCATION FACTOR 

Meter Size 
518 x 314" 

314" 
1" 

1-112" 
2" 
3" 
4" 
6 
8 

Irrigation 
Totals 

(4 
Total Gallons Percent 

In Test Year Total 
(in 1,000s) of 

768,141 44.27% 
1 3  1 0.09% 

94,602 5.45% 
7,359 0.42% 

44,617 2.57% 
0.00% 
0.00% 
0.00% 

0.000% 
818.738 47.190% 

1,734,968 100.00% 

CUSTOMER ALLOCATION FACTOR 

Meter 
Size 

5/8"x3/4" 
314" 
1" 

1-1 12" 
2" 
3 
4" 
6" 
8 

Irrigation 
Totals 

Meter 
- Size 

518" x 314" 
314" 
1" 

1-112 
2 
3 
4" 
6" 
8 

Percent 
Number of 
of Meters - Total 

9,805 96.24% 
4 0.04% 

267 2.62% 
11 0.11% 
97 0.95% 

0.00% 
0.00% 
0.00% 
0.00% 

4 0.04% 
10,188 100.00% 

METER ALLOCATION FACTOR (b) 

Number 
of Meters 

9,805 
4 

267 
11 
97 
0 
0 
0 
0 

Meter 

$ 155.00 
255.00 
31 5.00 
525.00 

1.890.00 
2.545.00 
3,645.00 
6,920.00 
6,920.00 

- cost 

Weighted 
Dollars 

of Meters 
1,519,775 

1,020 
84,105 
5,775 

183,330 
0 
0 
0 
0 

Exhibit 
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DEMAND ALLOCATION FACTOR 
Equivalent 

Number Number 
of Meters Equiv- of Meters 

Meter andlor alent andlor of 
Percent 

Size Services Weiqht Services Total 
518 x 314" 9,805 1 .o 9.805 83.31% 

314" 4 1.5 6 0.05% 
1" 267 2.5 668 5.67% 

1-112" 11 5.0 55 0.47% 
2" 97 8.0 776 6.59% 
3 16.0 0 0.00% 
4" 25.0 0 0.00% 
6 50.0 0 0.00% 
8 80.0 0 0.00% 

Irrigation 4 115.0 460 3.91% 
Totals 10.188 11,770 100.00% 

SERVICES ALLOCATION FACTOR (b) 

Meter 
_. Size 

518" x 314" 
314" 
1" 

1-1 12" 
2" 
3 
4 
6 
8 

Irrigation 
Totals 

Percent 
of 

Total 
83.43% 
0.06% 
4.62% 
0.32% 

10.06% 
0.00% 
0.00% 
0.00% 
0.00% 
1.52% 1 0  4 6.920.00 27,680 

Totals 10,188 1,821.685 100.00% 

Number Install- 
of ation 

Services Cost 
9,805 $ 445.00 

4 445.00 
267 495.00 

11 550.00 
97 830.00 
0 1,165.00 
0 1,670.00 
0 2,330.00 
0 2,330.00 
4 2,330.00 

10,188 

Weighted Percent 
Number of 

4,363,225 95.00% 

2.88% 
6,050 0.13% 

80,510 1.75% 
0 0.00% 
0 0.00% 
0 0.00% 

\ o  0.00% 
9,320 0.20% 

4,593,050 100.00% 

Services Total 

1,780 0.04% 
132,165 

(a) Includes customer and gallon sold annualization. 
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of February 21, 2008 

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and 
meter is based on costs allowed for a compound meter installation. 
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Pima Utility Company 

Wastewater Division Schedules 

Schedules A through C 
and HI 

... 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
/Residential Commercial, lrriqation) 
518x314 Inch Residential 
1 Inch Residential 

518x314 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 

Effluent 

Revenue Annualization 

Subtotal 

Other Water Revenues 
Reconciling Amount 
Rounding 
Total of Water Revenues 

SUPPORTING SCHEDULES: 
B-1 
c-I 
c-3 
H-I  

Present Proposed 
Rates Rates 
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$ 2,658,546 $ 3,037,389 $ 
145,477 166.208 

6,410 7,323 
$ 1,272 $ 1,453 

16,909 19,319 
12,672 14,477 

115,770 132,267 

121,512 1 18.009 

13,363 12,840 

9.832.800 

516,608 

5.25% 

815.1 39 

8.29% 

298,531 

1.3979 

417,329 

3,096,775 
417.329 

351 4.104 
13.48% 

Dollar Percent 
Increase Increase 

378,843 14.25% 
20,730 14.25% 

913 14.25% 
181 14.25% 

1,806 14.25% 
16,497 14.25% 

2.410 14.25% 

(3.503) -2.88% 

(523) -3.91% 

$ 3,091,931 $ 3,509,286 $ 417,355 13.50% 

6,030 6.030 0.00% 
(1,186) (1,212) (26) 2.19% 

0.00% 
$ 3,096,775 $ 3,514,104 $ 417,329 13.48% 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes 8, Credits 

plus: 

Prepayments 
Materials and Supplies 
Allowance for Cash Working Capital 

Total Rate Base 

SUPPORTING SCHEDULES: 
8-2 
8-3 
B-5 
E-I 

Original Cost 
Rate base 

$ 22,039,554 
11,503,741 

$ 10,535,813 

1,281,106 

(578.093) 

Exhibit 
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Fair Value 
Rate Base 

$ 22,039.554 
11,503,741 

$ 10,535.81 3 

1,281,106 

(578,093) 

$ 9,832,800 $ 9.832,800 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Original Cost Rate Base Proforma Adjustments 

Exhibit 
Rebuttal Schedule 8-2 
Page 1 
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Actual 
at 

End of 

Adjusted 
at end 

Proforma of 
Adiustment Test Year 

(1 5,465) $ 22.039.554 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Gross Utility 
Plant in Service 

Test Year 

$ 22,055.018 

Less: 
Accumulated 
Depreciation 1 1,546.833 (43,092) 11.503.741 

Net Utility Plant 
in Service $ 10,508,186 $ 10,535,813 

Less: 
Advances in Aid of 

Construction 285,313 (285,313) 

Contributions in Aid of 
Construction - Gross 937,694 

(578,093) 

343,412 1,281,106 

Accumulated Amortization of ClAC (578,093) 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

Plus: 

Prepayments 
Materials and Supplies 
Allowance for Cash Working Capital 

Total $ 9,863.272 $ 9,832,800 

SUPPORTING SCHEDULES: 
8-2, pages 2 
E-I 

RECAP SCHEDULES: 
B-1 
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Line 
No. 
1 
2 
3 
4 
5 
6 
7 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,201 0 

8-2 Adjustment 1 - A 
Capitalized Expenses 

Plant a Description Amount 
371 .I Pumping Equipment - Lit7 Stations $ 9,179 
380 Treatment & Disposal Equipment 13,212 

Total $ 22,391 

8 Increase in Plant-in-Service $ 22,391 
9 
10 
11 
12 
13 
14 
15 
16 Reference/Sumortina Schedule 
17 Staff Rate Base Adjustment No. 2, Schedule CSB-4 
18 
19 
20 
21 
i 2  
23 
24 
25 

Exhibit 
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Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 

Plant 
rn 
371.1 
371.3 
37 5 
393 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

8-2 Adjustment 1 - B 
Prior Rate Case Plant 

Description 
Pumping Equipment - Lift Stations 
Pumping Equipment - Recharge Wells 
Reuse Transmission and Distribution 
Tools, Shop & Garage Equipment 

Total 

9 Increase in Plant-in-Service 
10 
11 
12 
13 
14 
15 
16 
17 Reference/Supportinq Schedule 

Amount 
$ (22,507) 

(10,665) 
(3,260) 
(1.423) 

18 RUCO Rate Base Adjustment No. 1, Schedule TJC-3 
19 
20 
21 
22 
23 
24 
25 
26 

$ (37,856) 

$ (37,856) 
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Line 
No. 
1 
2 
3 
4 
5 
6 
7 

Plat- 
Acct 
371 .I 
380 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,201 0 

8-2 Adjustment 2 - A 
Depreciation Related to Capitalized Expenses 

Exhibit 
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Witness: Bourassa 

DeF 
Description Amount Rate Years Depreciation 

Pumping Equipment - Lift Station $ 9,179 10.00% 0.5 $ 459 
Treatment & Disposal Equipment 13,212 5.00% 0.5 330 

0.5 

Total 

8 Increase in Accumulated Depreciation 
9 
10 
1 1  
12 
13 
14 
15 
16 ReferenceISupportinq Schedule 
17 RUCO Rate Base Adjustment No. 3, Schedule TJCS 
18 
19 
20 
21 
22 
23 
24 
25 

$ 789 

$ 789 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,201 0 

B-2 Adjustment 2 - 6 
Prior Rate Case Plant 

Line Plant 
No. Acct Description Amount 
1 371 .I Pumping Equipment - Lift Stations $ (28,400) 
2 371.3 Pumping Equipment - Recharge Wells (12,973) 

4 393 Tools, Shop & Garage Equipment (I ,423) 
5 
6 Total $ (43,920) 
7 
8 
9 Increase in Plant-in-Service $ (43,920) 
10 
11 
12 
13 
14 
15 
16 
17 ReferencelSupportinq Schedule 
18 RUCO Rate Base Adjustment No. 1, Schedule TJC-3 
19 
20 
21 
22 
23 
24 
25 
26 

3 375 Reuse Transmission and Distribution (1,123) 

Exhibit 
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Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

8-2 Adjustment 3 
Reclassify AlAC to ClAC 

Advances-in-aid of Construction related to bankrupt developer 
Unrefunded AlAC related to bankrupt developer 

Total 

Increase (Decrease) in AlAC 

Increase (Decrease) in ClAC 

ReferencelSupportina Schedule 
RUCO Rate Base Adjustment No. 2, Schedule TJC-5 

Exhibit 
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$ 285.313 
58,099 

$ 343.412 

$ (285.31 3) 

$ 343,412 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Pima UtilityCompany -Wastewater Division 
Test Year Ended December 31,2010 

Computation of Working Capital 

Cash Working Capital (118 of Allowance 
Operation and Maintenance Expense) 

Pumping Power (1124 of Pumping Power) 
Purchased Water (1/24 of Purchased Water) 

Total Working Capital Allowance 

Working Capital Requested 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

SUPPORTING SCHEDULES: 
E-1 

Exhibit 
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$ 145.942 
5,597 

$ 151,539 

$ 

Adjusted Test Year 
$ 2,580,167 

$ 139,867 
124,635 

1,013.793 

134,337 
$ 1,167,535 
$ 145,942 

RECAP SCHEDULES: 
B- 1 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Revenues 
flat Rate Revenues 
Metered Revenues 
Other Revenues 

Pima UtilityCompany -Wastewater Division 
Test Year Ended December 31,2010 

Income Statement 

Operating Expenses 
Salaries and Wages 
Salaries and Wages - Off. and Dir. 
Employee Pensions and Benefits 
Purchased Power 
Chemicals 
Materials and Supplies 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services - Accounting 
Contractual Services - Legal 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - Equipment 
Transportation Expenses 
Insurance - Vehicle 
Insurance - General Liability 
Insurance - Worker's Comp 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Amortization of Deferred Operating Costs 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 
GainlLoss Sale of Fixed Assets 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES: 
C-1, page 2 
E-2 

Test Year 
Book 

Results 

$ 2,997,389 
93.356 
6,030 

$ 3,096,775 

$ 345,644 
90,294 

115,720 
134.337 
84,059 

184.532 
188,906 
20,305 
3,067 

108 
61,500 
15,729 

698 
28,808 
3,067 

20,916 
222 

50,000 
9,509 
2,174 

1,010,700 
62,925 
10,449 

125,916 
85.405 

$ 2,654,991 
$ 441.784 

97 
52 &* 

(220,131) 
(1,639) 

$ (221,621) 
$ 220,163 

Exhibit 
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Test Year Proposed Adjusted 
Rate with Rate Adjusted 

Adiustment Results Increase Increase 

$ - $ 2,997,389 $ 417,329 $ 3,414.718 
93,356 93,356 
6,030 6,030 

$ - $ 3.096,775 $ 417,329 $ 3,514,104 

- $  
(50,096) 

(22,391) 
(460) 

(1 9,524) 

(7.138) 
12,157 

(50,000) 

6,354 
3,093 

(1,281) 
54,462 

345,644 
40,198 

115,720 
134.337 
84,059 

162,141 
188,446 

78 1 
3,067 

108 
54,362 
27.886 

698 
28.808 
3,067 

20,916 
222 

9,509 
8,528 

1,013,793 
62,925 
10,449 

124,635 
139,867 

$ 345.644 
40.198 

115.720 
134.337 
84,059 

162,141 
188,446 

781 
3,067 

108 
54,362 
27.886 

698 
28,808 
3,067 

20,916 
222 

9,509 

1.01 3,793 
62,925 
10,449 

130,230 
113,203 253,070 

8,528 

5,595 

$ (74,824) $ 2,580.167 $ 118.798 $ 2,698,965 
$ 74.824 $ 516,608 $ 298.531 $ 815,139 

97 
52 

72,370 (147,762) 
(1,639) 

97 
52 

(147,762) 
(1.639) 

$ 72,370 $ (149,251) $ - $ (149,251) 
$ 147.194 $ 367.357 $ 298,531 $ 665,888 

RECAP SCHEDULES: 
A- 1 
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Line 
- No. 
1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 Other 
14 Income! 
15 Expense 
16 
17 Net Income 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 Interest 
33 Expense 
34 Other 
35 Income! 
36 Expense 
37 
38 Netlncome 
39 
40 
41 
42 
43 
44 
45 
46 Revenues 
47 
48 Expenses 
49 
50 Operating 
51 Income 
52 
53 Interest 
54 Expense 
55 Other 
56 Income! 
57 Expense 
58 
59 Netlncome 

Pima UtilityCompany -Wastewater Division 
Test Year Ended December 31.2010 

Adjustments to Revenues and Expenses 

Exhibit 
Rebuttal Schedule C-2 
Page 1 
Witness: Bourassa 

Adiustments to Revenues and ExDenses 
- 1 2 - 3 - 4 - 5 6 Subtotal 

Depredation Property Rate Case Salaries 8 OWce Supplies Materials 
Expense Taxes Expense Waqes and Excense and Supplies 

3,093 (1,281) (50.000) (50,096) (460) (22,391) (1 21,135) 

(3,093) 1,281 50,000 50,096 460 22,391 121,135 

~~ 

(3,093) 1,281 50,000 50,096 460 22,391 121,135 

Adiustments to Revenues and Expenses 
7 8 9 - 10 - 11 - 12 Subtotal 

Contractual Contictual Contictual Intentionally Intentionally 
Services - Services - Services - 

Enqineerinq Testina Other 
Bank Left Len 
Fees 

(19,524) 12,157 (7,138) 6,354 (1 29.286) 

19,524 (12,157) 7.138 (6.354) 129,286 

19,524 (12,157) 7,138 (6,354) 129,286 

Adiustments to Revenues and Expenses 
- 13 - 14 - 15 - 16 - 17 - 18 - Total 

Intentionally Intentionally Intentionally Intentionally 
Left Left Left Interest Left - Blank Blank Blank Svncrhronization Income tax 

54,462 (74.8241 

(54,462) 74,824 

72.370 72,370 

72,370 (54,462) 147,194 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 

18 

38 

Acct. 
- No. 
35 1 
352 
353 
354 
355 
360 
361.1 
361.2 
362 
363 
364 
365 
366 
367 
370 
371.1 
371.2 
371.3 
374 
375 
380 
38 1 
382 
389 
390 
390.1 
391 
392 
393 
394 
395 
396 
397 
398 

Pima UtilityCompany -Wastewater Division 
Test Year Ended December 31,2010 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

Depreciation ExDense 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers - Gravity 
Manholes & Cleanouts 
Special Collecting Structures 
Servcies to Customers 
Flow Measuring Devices 

Less: Amortization of Contributions 
Total Depreciation Expense 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues and/or Expenses 

SUPPORTING SCHEDULE 
8-2. page 3 

Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment - Lift Stations 
Other Pumping Equipment 
Pumping Equipment - Recharge Wells 
Reuse Distribution Reserviors 
Reuse Transmission and Distribution 
Treatment & Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant 8 Misc Equipment 
Office Furniture & Equipment 
Computers 8 Software 
Transportation Equipment 
Stores Equipment 
Tools. Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Post-in-service AFUDC 

TOTALS 

Adjusted 
Original  

Cost 

91.528 
250,433 

97,523 

1,791,722 

632.249 

3,854,512 

226,251 

103,441 
1,425.535 

1,530,818 

134.1 84 
9,897.283 

972,509 
6,529 
10.884 
21,830 

154.777 
1,993 

0 
1 18.828 

716,722 

$ 22,039,554 

Exhibit 
Rebuttal Schedule C-2 
Page 2 
Witness: Bourassa 

Proposed DeDreciation 
Rates 

0.00% 
0.00% 
0.00% 
3.33% 
5.00% 
2.00% 
2.00% 
2.00% 
2.00% 
2.00% 
10.00% 
10.00% 
2.00% 

3.57% 
10.00% 
10.00% 
10.00% 
2.50% 
2.00% 
5.00% 
5.00% 
3.33% 
6.67% 
6.67% 
20.00% 
20.00% 
4.00% 
10.00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 
4.52% 

8.33~~ 

ExDense 

8,339 

1,950 
77.090 
35,834 

12,645 

8.077 
153.082 
10,344 
142,554 

2,684 
494,864 

64,866 
435 

2.177 

15.478 
199 
0 

I 1,883 

32,396 

Gross ClAC Amort. Rate 
$ 1,281,106 4.7698~~ $ (61.1 06) 

$ 1,013,793 

1,010,700 

3,093 

$ 3,093 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Exhibit 
Rebuttal Schedule C-2 
Page 3 
Witness: Bourassa 

, -  Property Taxes 

Line 
- No. DESCRIPTION 
1 Company Adjusted Test Year Revenues - 2007 
2 Weight Factor 
3 Subtotal (Line 1 Line 2) 
4 Company Recommended Revenue 
5 Subtotal (Line 4 + Line 5) 
6 Number of Years 
7 Three Year Average (Line 5 I Line 6) 
8 Department of Revenue Mutilplier 
9 Revenue Base Value (Line 7 * Line 8) 
10 Plus: 10% of CWlP - 2010 
11 Less: Net Book Value of Licensed Vehicles 
12 Full Cash Value (Line 9 + Line 10 - Line 1 1 ) 
13 Assessment Ratio 
14 Assessment Value (Line 12 * Line 13) 
15 Composite Property Tax Rate - Obtained from ADOR 
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
17 Tax on Parcels 
18 Total Property Taxes (Line 16 + Line 17) 
19 Test Year Property Taxes 
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) 
21 
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
23 Company Test Year Adjusted Property Tax Expense (Line 18) 
24 Increase in Property Tax Due to Increase in Revenue Requiremenl 
25 

Test Year 
as adjusted 

$ 3,096,775 
2 

6,193,550 
3,096,775 
9,290,325 

3 
3,096,775 .. 

1 

6,193,550 
3,971 

6.1 97,521 
20.0% 

1,239,504 
10.0552% 

$ 124,635 

$ 124,635 
$ 125,916 
$ (1,281) 

26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
27 Increase in Revenue Requirement 
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Company 
Recommended 

$ 3,096,775 
2 

6,193,550 
3,514.104 
9,707.654 

3 

2 
6,471,769 

3.971 

6.475.740 
20.0% 

1.295.148 
10.0552% 

$ 130,230 

3,235,885 

$ 130.230 
$ 124,635 
$ 5,595 

$ 5,595 
$ 417.329 

1.34070% 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case Expense 

- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 Increase(decrease) Rate Case Expense 
13 
14 Adjustment to Revenue andlor Expense 
15 
16 
17 
18 
19 REFERENCE 
20 See Testimony 
21 

Annual Rate Case Expense per Direct 

Amount to include in operating expenses 

Exhibit 
Rebuttal Schedule C-2 
Page 4 
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$ 50,000 

5 

$ (50,000) 

$ (50,000) 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Exhibit 
Rebuttal Schedule C-2 
Page 5 
Witness: Bourassa 

Salaries and Wases - Offices and Directors 

Line 
- No. 
1 
2 Proposed Salaries and Wages for Officers and Directors $ 40,198 
3 
4 Test Year Salaries and Wages - Officers and Directors $ 90,294 
5 
6 Increase (decrease) in Salaries and Wages - Officers and Directors $ (50,096) 
7 
8 
9 
10 

Adjustment to Revenue andlor Expense 

11 
12 
13 REFERENCE 
14 See Testimony 
15 
16 
17 
18 
19 
20 

$ (50,096) 

c 

,- 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Office Supplies and ExDense 

Line 
- No. 
1 
2 
3 
4 Remove coffee service expense 
5 
6 
7 
8 
9 
10 
11 Adjustment to Revenue andlor Expense 
12 
13 REFERENCEEUPPORTING SCHEDULES 
14 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Office Supplies and Expense 

Staff Adjustment No. 4, Schedule CSB-12 

$ 

Exhibit 
Rebuttal Schedule C-2 
Page 6 
Witness: Bourassa 

460 

$ (460) 

$ (460) 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Exhibit 
Rebuttal Schedule C-2 
Page 7 
Witness: Bourassa 

Materials and Supdies Expense 

Line 
- No. 

1 
2 
3 Remove capitalized expenses from Material and Supplies expense $ 22,391 
4 
5 Total 
6 
7 
8 
9 
10 
11 Adjustment to Revenue andlor Expense 
12 
13 REFERENCElSUPPORTlNG SCHEDULES 
14 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Materials and Supplies 
.- * 

Staff Adjustment No 3, Schedule CSB-11 

$ 22,391 

$ (22,391) 

$ (22,391 1 



Pima UtilityCompany -Wastewater Division 
Test Year Ended December 31.2010 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Contractual Services - Engineerinq 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 Adjustment to Revenue andlor Expense 
11 
12 REFERENCEKUPPORTING SCHEDULES 
13 
14 
15 
16 
17 
18 
19 
20 

Remove capitalized expenses from Contractual Services - Eng. 

Increase (decrease) in Contractual Services - Eng. 

Staff Adjustment No. 5, Schedule CSB-13 

Exhibit 
Rebuttal Schedule C-2 
Page 8 
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$ 19.524 

$ (19,524) 

$ (1 9,524) 



Pima UtilityCompany -Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

Contractual Services - Testing 

Line 
- No. 

1 
2 Staff Recommended Testing Expenses 
3 
4 Test Year Testing Expenses 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 REFERENCElSUPPORTlNG SCHEDULES 
17 
18 
19 
20 

Increase (decrease) in Testing Expense 

a 

Staff Adjustment No. 7, Schedule CSB-15 

Exhibit 
Rebuttal Schedule C-2 
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$ 27.886 

$ 15,729 

$ 12,157 

$ 12.157 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

Contractual Services - Other 

Line 
- No. 
1 
2 IDA Bond Fees 
3 Bonuses 
4 Total 
5 
6 
7 
8 
9 
10 Adjustment to Revenue andlor Expense 
11 
12 REFERENCEISUPPORTING SCHEDULES 
13 
14 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Contractual Services - Other 

Staff Adjustment No. 6. Schedule CSB-14 

Exhibit 
Rebuttal Schedule C-2 
Page 10 
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$ 6,700 
438 

7,138 

$ (7,138) 

$ (7,138) 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 10 

Miscellaneous ExDense 

Line 
- No. 

1 
2 

4 
5 
6 
7 
8 
9 
10 
11 Adjustment to Revenue andlor Expense 
12 
13 REFERENCEISUPPORTING SCHEDULES 
14 RUCO Adjustment No. 6. Schedule TJC-14 
15 
16 
17 
18 
19 
20 

Bank fees recorded on Water Division's books 

Increase (decrease) in Miscellaneous Expense 

Exhibit 
Schedule C-2 
Page 11 
Witness: Bourassa 

$ 6,354 

$ 6,354 

$ 6,354 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,201 0 

Adjustment to Revenues and Expenses 
Adjustment Number 16 

Interest Synchronization 

Fair Value Rate Base 
Weighted Cost of Debt 
Interest Expense 

Test Year Interest Expense 

Increase (decrease) in Interest Expense 

Adjustment to Revenue and/or Expense 

Exhibit 
Rebuttal Schedule C-2 
Page 12 
Witness: Bourassa 

$ 9,832,800 
1.50% 

$ 147,762 

$ 220,131 

(72,370) 

$ 72,370 

Weiqhted Cost of Debt Computation 

Percent Amount 
Debt s a.37o.000 35.36% 
Equity $ 15,301,736 64.64% 
Total s 23,671,736 100.00% 

Weighted 
- cost cost 

4.25% 1.50% 
10.50% 6.79% 

8.29% 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and/or Expenses 
Adjustment Number 17 

Exhibit 
Rebuttal Schedule C-2 
Page 13 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Income Tax Computation 

Test Year 
Adjusted 
Results 

$ 3,096,775 
2,440,300 

147,762 

Adjusted 
with Rate 
Increase 

$ 3,514,104 
2,445,895 

147,762 

Revenue 
Operating Expenses Excluding Income Taxes 
Synchronized Interest 

Income Before Taxes $ 508,714 $ 920,447 

$ 508.714 Arizona Income Before Taxes $ 920.447 

Less: Effective Arizona Income Tax 
Rate = 4.42% ’ 

$ 22,504 $ 40.718 

$ 508,714 

$ 22.504 

$ 486,210 

$ 920,447 Federal Income Before Taxes 

Less Arizona Income Taxes 

Federal Taxable Income 

$ 40,718 

$ 879,730 

FEDERAL INCOME TAXES: 
Effective Federal Tax Rate 24.14% ’ $ 117,363 $ 212.352 

Federal Income Taxes $ 117,363 $ 212.352 

$ 139,867 Total Income Tax 

Overall Tax Rate 

Income Tax 
Adjusted Test Year Income tax Expense 
Adjustment to Income Tax Expense 

$ 253,070 

27.49% 27.49% 

$8 253,070 $ 139,867 
85,405 

$ 54.462 
139,867 

$ 113,203 
45 
46- - -  
47 ’ See work papers/testimony 
48 



Pima UtilityCompany -Wastewater Division Exhibit 
Rebuttal Schedule C-3 
Page 1 
Witness: Bourassa 

Test Year Ended December 31 I 2010 
Computation of Gross Revenue Conversion Factor 

Line 
- No. Description 
I 
2 
3 Property Taxes 
4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 
12 
13 1 = Gross Revenue Conversion Factor 
14 Operating Income YO 
15 
16 
17 
18 
'9 
1 

L1 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3,page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Combined Federal and State Effective Income Tax Rate 

Operating Income % = 100% - Tax Percentage _ -  

Percentage 
of 

Incremental 
Gross 

Revenues 
27.4942% 

0.9721 '/o 

28.4663% 

71.5337% 

1.3979 

RECAP SCHEDULES: 
A- 1 



Pima UlilityCompany - Waslewater Division 
Test Year Ended December 31.2010 

(4 (e) (C) 
Test Year 

Total I 
Pima UblityCompany - Wastewaler Divislon 

$ 3.096.775 S 3.096.775 
f 2.440.300 5 2.440.300 
I 147.762 S 147,762 f 
I 508.714 $ 508.714 S 

s 22.504 I 22.504 f 
4.4237% 4.4237% 4.4237% 

s 486.210 f 486.210 S 

t 117.363 f 117.363 S 
24.1383% 24.1383% 

f 117.363 f 117.363 S 
5 139.867 S 139.867 S 

Exhibit 
Rebuttal Schedule C-3 
Page 2 
Wllness: Bourassa 

(0) [El IF1 ~ 

Company Recommended 
Total I I 

Pima Utilih/Company - Wastewater Diwsion 
s 3,514,104 I 3.514.104 

I 5 2.445.895 I 2.445.895 
- s  147,762 f 147.762 
- I  920.448 f 920.448 S - !  

- s  40.718 S 40.718 I 
4.4237% 4.4237% 4.4237%; 

- E  879.731 f 879.731 S 

- I  212.352 S 212.352 S 
24.1383% 24.1383% 

- I  212.352 I 212.352 I 
- s  253.070 I 253,070 S 

GROSS REVENUE CONVERSION FACTOR 

f 9.832.800 
15027% 

$ 147,762 

Deswiotion 

NIA 
s 

f 
O.OWO% 

Calculalion olGmss Revenue Conversion Fador 

UncoileuMe Fador (tine 1 I )  

Combined Federal and Stale l n m  Tax and Property Tax Rate (Line 23) 

Revenue Conversion Factor (Ll I L5) 

Calculalion oF(/ncoledibk Fadac 

Cwnbined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 

Uncollectible FactOr (L9 * L10 ) 

Calculabon of Effective Tax Rate: 
12 Operating Inuame Before Taxes (Arizona Taxable Income) 
13 Arizona Stale lnmme Tax Rale 
14 Federal TaxaMe Income (L12 - L13) 
15 Applieabk Federal Income Tax Rate (Line 54) 
16 Eflective Federal lnccme Tax Rate (L14 x L15) 
17 Conmined Federaland Stale Income Tax Rate (L13 +L16) 

Galculalion olEfkclive Pmnerfv Tax Factor 
18 Unily 
19 Combined Federal and State Income Tax Rate (L17) 
20 One Minus Combined lnwme TaxRate (LIS-LIS) 
21 Pmpe* Tax Fador 
22 Efledive Property Tax Faclor (UO'Ul) 
23 Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 

1 Revenue 
2 
3 Revenues (L1 - U) 
4 
5 Subtotal (L3 - L4) 
6 

7 Unily 
8 
9 
10 UncoledibkRale 
11 

24 Required Operating Income 
25 
26 

27 
28 
79 

AdjusledTesl Year Operaling Income (Loss) 
Required Increase in Operating Income (L24 - U5) 

Income Taxes on Recommended Revenue (Col (E). L52) 
Income Taxes on Test Year Revenue (Col. (F). L52) 
Required Increase in Revenue to Provide for Income Taxer (L27. L28) 

Recommended Revenue Requirement 
UncolledlMe Rate (Line 10) 

.L UncoUectible Expense on Recommended Revenue (L30 L31) 
33 Adjusted Test Year Uncollectible Expense 
34 Required Increase in Revenue to Provide for Uncallectibte Exp. 

35 Property Tax wilh Recommended Revenue 
36 Property Tax on Test Year Revenue 
37 Increase in Properly Tax Due lo Increase in Revenue (L35-L36) 

38 Total Required Increase in Revenue (L26 i L29 + L37) 

Calculation of lnome Tax: 
39 Revenue 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (L58) 
42 Arizona TaxaMe Income (L39 - L40 - L41) 
43 Arizona Stab Effective Income Tax Rale (see work papers) 
44 Arizona Income Tax (L42 x L43) 
45 Federal TaxaMe Income (L42. L44) 
46 Elfedive Tax Rate (see work papers) 
47 Federal Income Tax (L45 x L46) 
48 
49 
50 
51 Total Federsl Income Tax 
52 Combined Federal and State Income Tax (L35 i L42) 

100.0000% 
0.00LWh 

lOO.MHM% 
28.4663% 
71.5337% 
1.397942 

lOO.OMM% 
27.4942% 
72.5058% 

0.0000% 
O.WCo% 

100.0wo% 
4.4237% 

95.5763% 
24.1383% 
23.0705% 

27.4942% 

1oo.oow% 
27.4942% 
72 5058% 

1.3407% 
0.9721% 

28.4663% 

53 COMBlNED Applicsble Federal Income Tax Rale [Col. ID]. L51 - CoI. [A]. LSl] I [Col [D]. L45 - Col [A]. L451 
54 WATER AppliiMe Federal Income Tax Rale [Col [E]. L51 - Cd. [E]. L5 l l  I [Col. (9. L45 - Col [el. L45] 
55 

Cahlabbn ollnterest Svnchmnizalmn: 
56 RateBaw 
57 W i l e d  Average Cost of Debt 
58 Synchronized Interest (L56 x L57) 

24.1383% 
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FENNEMORE CRAK 
A PROFESSIONAL COSPORATIO 

PHOZWlX 

I. 

Q* 
A. 

Q* 
A. 

Q. 

A. 

Q. 

A. 

11. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J .  Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE? 

I am testifying on behalf of the applicant, Pima Utilities Company (“Pima” or the 

“Company”). 

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT 

TESTIMONY I N  THIS DOCKET? 

Yes, my direct testimony was presented in two volumes. My background 

information and qualifications are set forth in the rate base and revenue 

requirement volume of my direct testimony. 

DID YOU ALSO PREPARE REBUTTAL TESTIMONY ON THOSE ISSUES 

IN THIS DOCKET? 

Yes, my rebuttal testimony on rate base, income statement, revenue requirement 

and rate design is being filed in a separate volume at the same time as this 

testimony. In this volume, I present my cost of capital rebuttal testimony. 

SUMMARY OF REBUTTAL TESTIMONY AND THE PROPOSED COST 
OF CAPITAL FOR THE COMPANY 

A. 

WHAT IS THE SCOPE OF THIS VOLUME OF YOUR REBUTTAL 

TESTIMONY? 

I will provide updates of my cost of capital analysis and recommended rate of 

return using more recent financial data. I also will provide rebuttal as appropriate 

to the direct testimony of Staff witness John Cassidy and RUCO witness William 

Rigsby. 

Summaw of Company’s Rebuttal Recommendation 
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FENNEMORE CRAl 
A PROFESSIONAL COF2ORATIl 

PHOENIX 

Q- 

A. 

HO Y HAS THE IND CATED RETUR i a  J EQ JITJ CHANGED SINCE 

THE DIRECT FILING WAS MADE LAST AUGUST? 

The cost of equity has increased somewhat, as indicated by the Discounted Cash 

Flow (“DCF”) model and the Capital Asset Pricing Model (“CAPM”). The table 

below summarizes the results of my updated analysis using those models: 

Method High Midpoint 

Range DCF Constant Growth Estimates 9.7% 11.3% 10.5% 

Range of CAPM Estimates 8.2% 13.7% 10.9% 

Average of DCF and CAPM midpoint 

estimates 8.9% 12.5% 10.7% 

Financial Risk Adjustment -0.3% -0.3% -0.3% 

Specific Company Risk Premium 0.5% 1 .O% 0.8% 

Indicated Cost of Equity 9.1% 13.2% 11.2% 

The schedules containing my updated cost of capital analysis are attached to this 

rebuttal testimony. Also attached is one rebuttal exhibit (TJB-COC-Rl3 1) which is 

discussed below. 

While my updated cost of capital analysis indicates an 11.2 percent returr 

on equity, I am recommending a cost of equity at the lower end of the range 

indicated. My recommendation of a 10.5 percent ROE balances my judgmenr 

about the degree of financial and business risk associated with an investment ir 

Pima as well as consideration of the current economic environment and the 

Company’s desire to help reduce the impact on rate payers. 
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FENNEMORE CRAH 
A PROFESSIONAL Cowourma 

PHOENIX 

Q* 

A. 

HA 7E 1 01 UPDATED 0 JR COST OF EQ JITY ESTIil QTE FOR PIMA 

USING DUFF & PHELPS RISK PREMIUM STUDY DATA? 

Yes as shown in Rebuttal Exhibit TJB-COC-RE3 1. I have included cost of equity 

estimates for the water sample companies. These estimates have been adjusted for 

leverage (financial risk) differences between the companies in the size portfolios 

contained in the study and the water sample companies and Pima. Further, like the 

Build-up Method cost of equity estimate using the Morningstar data, the cost of 

equity estimates includes a water industry risk premium adjustment.' I have also 

used the last data from Duff& PheZps risk premium study which uses data from 

1963 through 201 1 .2 Based on various measures of size the results are as follows3: 

Stock 
Symbol 

AWR 

WTR 

CWT 

CTWS 

MSEX 

SJW 

Company 

American States Water Co. 

Aqua America 

California Water Services Group 

Connecticut Water Services 

Middlesex Water Company 

SJW Coy.  

Average 

Pima Utility Company 

cost of 
Equity 

10.69% 

9.01% 

11.18% 

12.55% 

11.93% 

1 1.90% 

11.21% 

14.46% 

The updated 11.2 1 percent average for the water utility sample is near the 

middle of the range of overall results based on the CAPM and DCF. My CAPM 

' Note that the risk premium for the water utility industry is negative indicating that water utilities are less 
risky than the market as a whole. 

Duff & Phelps LLC, Risk Premium Report 2012. 
See Exhibit TJB-COC-RB 1 at Table 6. 
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FENNEMORE CRAU 
A PROFESSIONAL COR?ORATlO 

P H o E N I x 

Q. 

A. 

Q9 

A. 

estimate of 10.9 percent (mid-point) for the sample water uti1 ies, my DCF 

estimate of 10.5 percent (mid-point) for the sample water utilities, and my overall 

recommendation of 10.5 percent for Pima is conservative compared to the 

1 1.2 1 percent average for the publicly traded utilities and the 14.46 percent 

indicated cost of equity for Pima based upon the Duff& Phelps study data. It also 

shows that my size premium used in my cost of capital analysis of 50 to 100 basis 

points is likely far too low and should be much higher. Even accounting for 

differences in financial risk due to differences in the capital structures, the 

indicated cost of equity for Pima based on the Dug& Phelps study is 325 basis 

points higher than the sample water companies. The 325 basis points indicated 

higher cost of equity is well within the range of the size premium estimates shown 

on Rebuttal Schedule D-4.16. 

Despite a clear indication that a size premium is warranted, my 

recommendation of 10.5 percent for all practical purposes excludes any size 

premium for Pima over the publicly traded water utilities. It is also 20 basis points 

less than the 10.7 percent indicated cost of equity of the publicly traded water 

utilities. 

DO THE COST OF EQUITY ESTIMATES BASED ON DUFF & PHELPS 

TAKE INTO CONSIDERATION THE DIFFERENCES IN LEVERAGE 

BETWEEN THE PUBLICLY TRADED SAMPLE WATER UTILITIES 

AND PIMA? 

Yes. 

HAVE YOU ACCOUNTED FOR THE FACT THAT THE WATER 

UTILITY INDUSTRY IS LESS RISKY THAN THE MARKET? 

Yes. Based on the industry data, each of above estimates based on the Duff& 

Phelps Study is adjusted downward for the water utility industry risk based upon 

4 
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FENNEMORE CRAIG 
A PROFESSIONAL CORPORATIOB 

PHOENIX 

Q. 

A. 

Q. 

A. 

Q. 
A. 

the water industry risk premium found in Morningstar. As shown in Table 5 of 

Rebuttal Exhibit TJB-COC-RE3 1, the appropriate downward financial risk 

adjustment is approximately 3 15 basis points. 

WHAT WAS THE ASSUMED HISTORICAL MARKET RISK PREMIUM 

USED IN THE DUFF AND PHELPS STUDY AND YOUR ESTIMATED 

COST OF EQUITY? 

The Duff & Phelps study uses a historical market risk premium of 4.3 percent. 

I used a current market risk premium estimate of 5.5 percent for my calculations. 

The 5.5 percent is based on the current recommendations of the authors of the DuJ 

& PheZps study.4 In contrast, the long-horizon equity risk premia as determined by 

Morningstar is 6.6 p e r ~ e n t . ~  

PLEASE SUMMARIZE YOUR RECOMMENDED REBUTTAL COST OF 

CAPITAL COMPONENTS. 

The Company’s recommended capital structure consists of approximately 

35.4 percent debt and 64.6 percent common equity as shown on Rebuttal Schedule 

D-1. Based on my updated cost of capital analysis, I am recommending a cost of 

equity of 10.5 percent. Based on my 10.5 percent recommended cost of equity and 

a 4.25 percent cost of debt, the Company’s weighted average cost of capital 

(“WACC”) is 8.29 percent, as shown on Rebuttal Schedule D-1 . 

HAS THE COMPANY’S PROPOSED CAPITAL STRUCTURE CHANGED? 

Yes. Based on comments from Staff witness, Mr. Cassidy,6 I have revised my 

recommendation for the capital structure from the 31.1 percent debt and 

68.9 percent equity contained in the direct filing. Still, my recommended capital 

Business Valuation Resources, BVWire, March 20 12. 

See Direct Testimony of John A. Cassidy (“Cassidy Dt.”) at 7. 

4 

’ Morningstar. Ibbotson SBBI 201 I Valuation Yearbook. Table A-1 
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FENNEMORE CRAIG 
A PROTISSIONAL CORPOUATlOl 

PHOeNlX 

Q. 
A. 

Q* 

A. 

structure is different than Staffs due to what I believe is a computational error 

contained in Staffs debt and equity balances. A computation of the Company 

proposed capital structure is included as Rebuttal Schedule D-1 , page 2. 

HAS THE COMPANY’S PROPOSED COST OF DEBT ALSO CHANGED? 

Yes. The recommended cost of debt in my direct testimony was 7.182 percent. 

The Company is now recommending a 4.25 percent cost of debt. The 4.25 percent 

is still an estimate at this time because the Company has not yet finalized the new 

loan of $8,370,000 authorized in Decision No. 73078 (April 5,  2012). However, 

the Company currently expects the effective cost of debt to be around 4.25 percent, 

a rate well below the 5.5 percent maximum authorized in the decision. I will 

provide further update once the loan becomes final. 

YOUR RECOMMENDED COST OF EQUITY FOR PIMA HAS NOT 

CHANGED EVEN THOUGH IT APPEARS THAT YOUR COST OF 

EQUITY ESTIMATES FOR THE PUBLICLY TRADED WATER 

UTILITIES ARE HIGHER IN YOUR REBUTTAL. CAN YOU EXPLAIN? 

My cost of equity estimates for the sample water utilities has increased to 

10.7 percent from 10.3 percent in the direct filing. The increase in my rebuttal cost 

of equity estimates is the result of a combination of a number of factors. These 

include: 1) lower consensus estimates of long-term interest rates which are used in 

my CAPM estimates; 2) a higher estimate of the current market risk premium used 

in my current market risk premium CAPM estimate; and, 3) a higher estimate of 

growth for the water utility stocks used in my DCF model. These changes have all 

been impacted by the change in the economic and market conditions and fonvard- 

looking expectations of both the economy and the water utility industry. 
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FENNEMORE C R A U  
A PROFESSIONAL CORsORATlO 

PHOENIX 

Q* 

A. 

HOW HAVE ECONOMIC CONDITIONS CHANGED SINCE YOU 

PREPARED YOUR COST OF CAPITAL ANALYSIS IN AUGUST 2011? 

During the past eight months, both the economy and the financial markets have 

improved somewhat. The stock market, while generally volatile, has moved 

upwards significantly. The Dow Jones Industrial Average has risen from around 

11,000 in late August 201 1 to just around 13,000 at the time of this rebuttal filing. 

The S&P 500 index has moved from around 1,200 in late August 201 1 to over 

1,400 in early April 2012. The unemployment rate has also dropped from 

9.1 percent to 8.2 percent. 

The economy (real GDP) grew by an annualized rate of 3.0 percent in the 

fourth quarter of 201 1 compared to 1.8 percent in the third quarter of 201 1 .7 More 

recently, the real GDP growth for the first quarter of 20 12 was recently reported at 

an annualized rate of only 2.1 percent;' lower than the expected 2.8 percent.' For 

the rest of 2012, the economy is expected to grow at a modest 2.3 percent to 

2.7percent.I' The outlook for growth in the U.S. economy has improved over 

recent months but is still expected to be modest through 2012 and into 2013. 

Economists continue to express concerns over the federal deficits and the high 

federal debt, likely recession in the Eurozone along with its lingering debt crisis: 

rising oil prices, and continued sluggishness in the housing market. These all 

continue to be risks to fbture economic growth in the U.S." 

' Blue Chip Financial Forecasts, April 2012. 
Id. 
Blue Chip Financial Forecasts, August 20 1 1. 
Blue Chip Financial Forecasts, April 20 12. 

" Id. 
10 
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A PlOfLSSlONAL COUQOUATI~ 

PHOENIX 

Q. 

A. 

Q. 

A. 

HO Y HAS THE A QL ISTS' 0 

INDUSTRY CHANGED SINCE 

JTLOOK FOR THE WATER UTILITY 

YOU PREPARED YOUR COST OF 

CAPITAL ANALYSIS IN AUGUST 2011? 

The outlook for the Water Utility Industry hasn't changed much other than the 

recent earnings reports were disappointing causing investors to look elsewhere for 

stability. Value Line continues to espouse the view that despite a more business 

friendly regulatory environment for the water utility companies, the industry is 

facing ever higher operating costs that are likely to continue to outpace revenues. 

Value Line also continues to identify concerns over infrastructure costs to replace 

rapidly decaying infrastructures while at the same time most in this group are 

strapped for cash.12 Thus, the long-term outlook for water utility stocks remains 

subdued. 

B. 

PLEASE SUMMARIZE THE RESPECTIVE RECOMMENDATIONS OF 

STAFF AND RUCO FOR THE RATE OF RETURN ON FAIR VALUE 

RATE BASE. 

Staff is recommending a capital structure consisting of 37.9 percent debt and 

62.1 percent equity.13 Staff determined a cost of equity of 9.1 percent based on the 

average cost of equity produced by its DCF and CAPM  model^.'^ Staff uses a 

sample of six publicly traded water utilities, the same as those I used in my 

analysis. Staff did not consider firm size and firm-specific risks in it analysis. 

Staff also uses a cost of debt of 5.5 percent.15 The 5.5 percent is the maximum 

Summary of Staff and RUCO recommendations 

'* Value Line, April 20,2012. 

l 4  Id. at 35. 
Cassidy Dt. at 33. 

l 5  ~ d .  
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FENNEMORE CRAII 
A PYOiESSI0N.U CORWRATK 

PHOENIX 

Q. 

A. 

interest rate set forth in the recent financing decision for Pima.I6 Based on its 

37.9 percent debt and 62.1 percent equity capital structure, Staff determined the 

WACC for Pima to be 7.8 percent. l7 

RUCO also did not consider firm-size and firm-specific risks for Pima. 

RUCO determined its recommended cost of equity of 9.4percent based on the 

results of its DCF and CAPM methods.’* RUCO uses a sample of five publicly 

traded water utilities. The five utilities are the same as five of the six water utilities 

I used. RUCO also uses nine gas distribution utilities in its analysis. RUCO 

recommends a capital structure of 22.53 percent debt and 77.47 percent equity and 

a hypothetical cost of debt of 7.696 percent.” The 7.696 percent cost of debt is the 

unadjusted test year effective cost of debt. Based on its 22.53 percent debt and 

77.47 percent equity capital structure, RUCO determined the WACC for Pima to 

be 9.01 percent.20 

DO YOU EXPECT EITHER OF THESE RECOMMENDATIONS TO 

CHANGE? 

Yes. I suspect both parties will update their capital structures and debt cost to 

coincide with the final costs associated with the recently approved and soon to be 

closed loan.21 

l6 See Decision No. 73078 at 8. 
Id. 
See Direct Testimony of William A. Rigsby Dt. (“Rigsby Dt.”) at 5 - 6. 

l 9  Id. 
2o Id. 

18 

See Rigsby Dt. at 6; Cassidy Dt. at 9. 21 
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FENNEMORE C R A l  
A PROFESSlONAL COR?ORATli 

PHQENIX 

Q* 

A. 

Q* 

A. 

PLEASE COMPARE THE PARTIES’ RESPECTIVE COST OF EQUITY 

ESTIMATES AND RECOMMENDATIONS. 

The respective parties’ cost of equity recommendations are summarized below: 

PartV DCF CAPM Average Recommended 

Pima 10.5% 10.9% 10.7% 10.5% 

Staff 9.1% 9.0% 9.1% 9.1% 

RUCO 8.94% 4.58% 6.76% 9.4% 

C. Comments on the Cost of Equity Results and Recommendations of Staff 
and RUCO 

HOW DO THE PARTIES’ RECOMMENDATIONS COMPARE TO 

OTHER FORECASTS OF COMMON EQUITY RETURNS AND 

CURRENTLY AUTHORIZED RETURNS? 

Value Line, a reputable publication used by the Company, Staff, and RUCO cost of 

capital witnesses, publishes forecasts of returns on common equity for larger 

publicly traded companies - both water and natural gas. These water utilities are 

included in my sample group and in both RUCO’s and Staffs sample groups. 

Value Line (April 20, 2012) projects the following returns on equity for those water 

utilities: 

American States Water (AWR) 1 1 .O% 

Aqua America (WTR) 12.5% 

California Water (CWT) 10.5% 

SJW Corp. (SJW) 8.0% 

Average 10.5% 
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FENNEMORE CRAM 
A PROFESSIONAL CORPORATI0 

PHOENIX 

R CO also uses a sample group of nine natural gas distribution companies. Value 

Line (April 20,2012) projects the following returns on equity for those gas utilities: 

AGL Resources, Inc. (GAS) 12.00% 

Atmos Energy Corp. (ATO) 8.00% 

Laclede Group (LG) 10.00% 

New Jersey Resources (NJR) 14.00% 

Northwest Gas Co. (NWN) 10.15% 

Piedmont Natural Gas Co. (PNY) 13 .OO% 

South Jersey Industries, Inc. (SJI) 17.00% 

Southwest Gas (SWX) 12.00% 

WGL Holdings, Inc. (SJW) 10.00% 

Average 1 1.79% 

Just as important, the currently authorized ROE’S for the sample water 

utility companies as reported by AUS Utility Reports (April 2012) average 

10.03 percent. They are as follows: 

American States Water (WTR) 9.99% 

Aqua America (WTR) 10.33% 

California Water (CWT) 9.99% 

Connecticut Water (CTWS) 9.75% 

Middlesex Water (MSEX) 1 0.1 5% 

SJW Corp. (SJW) 9.99% 

Average 10.03% 

11 
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FENNEMORE CRAI 
A PROPEIS1ONIL CORmRATll 

PHOENIX 

Q* 

A. 

The currently authorized ROE’S for the sample natural gas distribution 

companies as reported by AUS (April 2012) average 10.39 percent. They are as 

follows: 

AGL Resources, Inc. (GAS) 10.17% 

Atmos Energy Corp. (ATO) 11.71% 

Laclede Group (LG) NM 

Northwest Gas Co. (NWN) 10.20% 

New Jersey Resources (NJR) 10.30% 

Piedmont Natural Gas Co. (PNY) 

South Jersey Industries, Inc. (SJI) 

10.40% 

10.30% 

Southwest Gas (SWX) 10.22% 

WGL Holdings, Inc. (SJW) 9.85% 

Average 10.35% 

The Staff and RUCO recommended returns are well below (90 to 100 basis points 

lower than) the average of the currently authorized returns and well below (239 to 

269 basis points) the average of the 3-5 year expected returns of the publicly traded 

utilities each party uses to estimate the cost of equity for Pima. This is true despite 

the fact that all of the sample water utilities and the natural gas distribution 

companies are significantly larger than Pima. 

HOW DO THE PARTIES’ RECOMMENDATIONS COMPARE TO THE 

DUFF & PHELPS RISK PREMIUM STUDY DATA? 

The build-up method cost of equity estimate using the Duff & Phelps study data is 

11.21 percent. This is 2 11 basis points higher than Staffs recommendation ol 

9.1 percent, 18 1 basis points higher than RUCO’s recommendation of 9.4 percent, 

and 7 1 basis points higher than my recommendation of 10.5 percent. 
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PHOENIX 

Q. 

A. 

HOW DO THE RESULTS OF THE BUILD-UP METHOD FOR THE 

WATER UTILITIES COMPARE TO THE MEASURES OF SIZE SUCH AS 

NET PLANT AND TOTAL REVENUES? 

Below is a table using the two common metrics of size as reported by AUS Utility 

Reports (April 2012) compared with the results of my cost of equity analysis based 

on the hf& PheZps study. 

Water Utility 
American States Water (WTR) 
Aqua America (WTR) 
California Water (CWT) 
Connecticut Water (CTWS) 
Middlesex Water (MSEX) 
SJW Corp. (SJW) 
Average 

Pima Utility Company 
(at December 3 1,20 10) 

Net Plant 
($ millions) 
$ 889.8 
$3,6 12.9 
$1,364.6 
$ 354.6 
$ 422.2 
$ 730.9 
$1,229.2 

$ 21.9 

Size 
Rank 

by 
Plant 

3 
1 
2 
6 
5 
4 

Revenue 
I$ millions) 
$ 419.3 
$ 729.6 
$ 501.8 
$ 72.7 
$ 101.5 
$ 239.0 
$ 344.0 

Size 
Rank 

by 
Rev. 

3 
1 
2 
6 
5 
4 

D u f &  
Phelps 
COE 

10.69% 
9.01% 
11.18% 
12.55% 
1 1.93% 
1 1 .go% 
11.21% 

$ 5.1 14.46% 

Lowest 
to 

Highest 
QJJ 

2 
1 

3 
6 
5 
4 

Despite the fact that neither net plant nor revenues were considered as measures of 

size using the build-up method, the cost of equity results show that as the size of 

the utility increases so does the cost of equity. This is as expected and is consistent 

with the empirical financial data found in Morningstar. 

The average net plant for the publicly traded water utilities are over 56 times 

that of Pima and the average total revenues are over 67 times. There is a 

significant size difference and one would expect the cost of equity estimate for 

Pima to be much higher, and it is. Moreover, most of these utilities operate in 

jurisdictions such as California and Pennsylvania that use projected or partially 
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A. 

projected test years, and authorize surcharges and other cost recovery mechanisms 

which allow the recovery of increases in costs outside a general rate case. 

Therefore, not only because of size, for which the empirical data from Duff& 

PheZps and Morningstar among others supp0rt,2~ these large publicly traded 

utilities are less risky than Pima. In the real world, Pima has a cost of equity that is 

higher than the large publicly traded utilities. 

PLEASE SUMMARIZE THE RECOMMENDED RETURNS OF THE 

PARTIES, EXPECTED BOOK RETURNS, AUTHORIZED RETURNS, 

AND RETURNS BASED ON THE DUFF & PHELPS STUDY. 

The following table summarizes the equity returns recommended by each of the 

parties with the foregoing expected book returns, authorized returns, and returns 

based upon size (Duff & Phelps) for the publicly traded utilities: 

Cost of Equity 

Staff recommendation 9.10% 

RUCO recommendation 9.40% 

Pima recommendation 10.50% 

Mid-point of DCF and CAPM (Water Utilities) 10.70% 

Expected Book Returns (Water Utilities) 10.50% 

Authorized Returns (Water Utilities) 10.03% 

11.21% Duff & Phelps (Water Utilities) 

The foregoing data provide a clear indication that Staffs and RUCO’s 

recommendations for Pima are simply too low and should not be adopted by the 

Commission. 

22 Direct Testimony of Thomas J. Bourassa - Cost of Capital (“Bourassa COC Dt.”) at 40. 
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Q* 

A. 

Q. 

A. 

WHAT ABOUT STAFF’S ASSERTION THAT THE ESTIMATES 

DERIVED FROM THE BUILD-UP METHOD BASED UPON THE DUFF & 

PHELPS STUDY DATA PROVIDE LITTLE SUPPORT FOR YOUR COST 

OF EQUITY RECOMMENDATION? 

Staff claims the results of the build-up method using the Duff& PheZps study data 

are invalid as a check of my results DCF and CAPM results because the build-up 

method results far exceed my DCF and CAPM results.23 This might be heard in 

ratemaking where Staff and RUCO continue to distort financial reality to keep 

returns at a level below nearly every jurisdiction in the Country. But it is financial 

nonsense. Simply because the results of an approach are higher or lower than the 

results of another approach does not invalidate them. If this were the case, then the 

results of Staffs DCF and CAPM analyses in the recent Sahuarita Water Company 

(“SWC”) rate case should have been rejected. Staffs CAPM analysis produced a 

result of 11.1 percent while its DCF analysis produced a result of 9.5 percent-a 

difference of 160 basis points.24 I do not recall Staff stating that either one of those 

results was invalid because the CAPM results far exceeded the DCF results. 

WHAT IS THE DIFFERENCE BETWEEN YOUR OVER-ALL RESULTS 

AND THE BUILD-UP METHOD RESULTS? 

In my direct testimony and analysis, the difference between my over-all results and 

the build-up method was about 179 basis points (10.3 percent vs. 12.09 percent). 

My rebuttal over-all results of 10.7 percent are far closer to the build-up method at 

11.21 percent-a 5 1 basis point difference. Again, I use these approaches as a 

check on the numbers my models spit out. The fact that my results are reasonable 

compared to those studies is what gives them credence, at least in financial terms. 

23 Cassidy Dt. at 44. 
24 See Surrebuttal Testimony of Juan C. Manrique (filed June 21,2010, Docket No. W-03718A-09-0359). 
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In fact, if anything, the results of the build-up method using the Dug& Phelps 

study data are more rational and contain less bias than the CAPM which is used by 

all the parties. 

WHY? 

For one thing, a beta estimate is not needed for the build-up method. As I pointed 

out earlier, there are inherent computational problems with measuring beta, and 

betas are estimated with error. Based on empirical evidence, high betas will tend to 

have a positive error (risk is overestimated) and low betas will have a negative 

error (risk is ~nderestimated).~~ So, the CAPM will underestimate the cost of 

equity for firms with low betas ( 4 . 0 )  and overestimate the cost of equity for firms 

with high betas (> 1.0). The empirical evidence also shows beta increases as the 

size of the firm decreasesF6 Pima is not publicly traded and, therefore, it has no 

beta. Pima is also much smaller than the publicly traded utilities, yet it is assumed 

Pima has the same beta as the much larger publicly traded utilities. It is more 

likely that Pima would have a higher beta if it were publicly traded. The results of 

the CAPM would also be higher. 

The build-up method Iprepared also uses a market risk premium of 

5.5 percent. This is conservative and well within the range of the risk premiums 

that RUCO witness, Mr. Rigsby, utilizes in his CAPM anaIysis. The RUCO risk 

premiums range from 4.5 percent to 6.4 percent with a mid-point of 5.5 percent?' 

Staffs market risk premiums range from 7.2 percent to 11.6 percent with a mid- 

point of 9.4 percent. 

25 Bourassa COC Dt. at 35. 
26 Id. at 36. 
27 See RUCO Schedule WAR-6. 
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WHAT A B 0  IT THE RISI FREE RATE 

Iused the yield on a 20-year U.S. Treasury on April 6, 2012 of 2.85 percent. 

I believe even Staff would not complain about using a spot yield given Staffs 

testimony that expected interest rates should not be used.28 

YOU MENTIONED RECENT SAHUARITA WATER COMPANY RATE 

CASE. WHAT RETURN WAS AUTHORIZED THERE? 

The Commission recently authorized Sahuarita Water Company (“SWC”) a 

10.3 percent return on equity in Decision No. 72177 (February 11, 201 l).29 SWC 

is a water only utility and is somewhat larger than Pima’s water and sewer division 

combined in terms of net plant, but roughly ‘/z the size the size of Pima in terms of 

revenues. Further, its rates will be in effect roughly during the same time frame as 

Pima. The Company cannot compete for capital with such low recommendations 

by the other parties, not only with respect to SWC with an authorized return of 

10.3 percent, but with respect to the large publicly traded water utility companies 

who on average have expected returns and authorized returns of 10.5 percent and 

10.03 percent, respectively. 

BUT MR. BOURASSA, AREN’T STAFF AND RUCO SIMPLY GOING TO 

ASSERT THAT THE COMMISSION HAS IGNORED YOUR 

RECOMMENDATIONS BEFORE AND SHOULD DO SO AGAIN? 

I’d be surprised if they didn’t. Which is pretty ironic coming from RUCO, the 

party that made the exact same argument against property taxes for a decade. Of 

course, the Commission reviews every rate case on its own merits, or “case-by- 

case” as RUCO and Staff both like to say. And I have made more changes to my 

approach on cost of capital than I can possibly recall in response to many of my 

28 Cassidy Dt. at 43. 
29 Decision No. 72 177 at 30. 
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arguments being rejected. I have recognized a lot of realities of ratemaking and 

tried to find a reasonable balance with financial theory and financial reality. But 

I am not going to stop asking the Commission to do a better job of balancing 

ratemaking and finance, or the interests of shareholders and ratepayers. 

Respectfblly, being at the bottom for returns is neither a badge of honor I want my 

state to wear nor is it good for the long term health of the citizenry. 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY ON COST OF 

CAPITAL? 

Yes, although my silence on any of the issues, matters or findings addressed in the 

testimony of Staff and/or RUCO does not constitute my acceptance of their 

positions on such issues, matters or findings. 
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Pima Utility Company 
Test Year Ended December 31,201 0 

Computation of Consolidated Capital Structure 
Line 
_. No. 

$ 12,160,028 
I Equity Distribution 
2 Per E-I Water 
3 Per E-I Wastewater 7,272,375 
4 Water AID Adjustments per Direct 588,942 
5 Sewer AID Adjustments per Direct (2,219,610) 
6 Subtotal 17,801,736 
7 Equity Distribution 
8 Net Equity Balance 
9 
10 Debt 
11 Balance end of Test year 
12 201 1 principal payments 
13 Subtotal 
14 Increase in Debt 
15 Net Debt Balance 
16 
17 Total Capital 
18 % Debt 
19 % Equity 
20 

Exhibit 
Rebuttal Schedule D-I 
Page 2 
Witness: Bourassa 

(2,500,000l 
$ 15,301,736 

$ 6,125,000 
(I ,755,000) 
4,370,000 
4,000,000 

$ 8,370,000 

$ 23,671,736 
35.36% 
64.64% 
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Cost of Preferred Stock 
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End of Test Year End of Proiected Year 

Description Shares Dividend Shares Dividend 
of Issue Outstanding Amount Requirement Outstanding Amount Requirement 
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The Company is proposing a cost of common equity of 10.50% . 
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A. 

Q* 

A. 

Q. 
A. 

11. 

Q* 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying in this proceeding on behalf of the applicant, Pima Utility Companj 

(“Pima” or the “Company”). 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THE INSTANT 

CASE? 

Yes. My direct testimony, submitted in support of the initial application in this 

docket, consisted of two volumes, one addressing rate base, income statement and 

rate design, and the other addressing cost of capital. I also filed two volumes of 

rebuttal covering the same issues. 

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY? 

I will provide rejoinder testimony in response to the surrebuttal filings by Staff and 

RUCO. This volume relates to rate base, income statement and rate design. In a 

separate volume, I will provide responses to Staff and RUCO on the cost of capital 

and rate of return applied to the fair value rate base, and the determination of 

operating income. 

SUMMARY OF PIMA’S REJOINDER POSITION 

WHAT ARE THE REVENUE INCREASES FOR THE WATER AND 

WASTEWATER DIVISIONS THAT THE COMPANY IS PROPOSING IN 

THIS REJOINDER TESTIMONY? 

For the water division, the Company is proposing a total revenue requirement of 

$2,690,054, which constitutes an increase in revenues of $7 12,426, or 36.02% over 

adjusted test year revenues. For the wastewater division, Pima is proposing a total 
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A. 

Q* 
A. 

revenue requirement of $3,5 13,050, which constitutes an increase in revenues ol 

$4 16,275, or 13.44% over adjusted test year revenues. 

HOW DO THESE COMPARE WITH THE COMPANY’S REBUTTAL 

FILING? 

They are both slightly lower. In the rebuttal filing for the water division, thc 

Company requested a total revenue requirement of $2,69 1,108, which required ar: 

increase in revenues of $713,480, or 36.08%. In the rebuttal filing for the 

wastewater division, the Company requested a total revenue requirement ol 

$3,514,104, which required an increase in revenues of $417,329, or 13.48%. Foi 

the two divisions, the necessary revenue increase has decreased by just over 

$1,500. 

WHAT’S DIFFERENT? 

The Company has revised its adjustment to salaries and wages for officers and 

directors which has lowered the revenue requirement slightly. More specifically: 

the Company has agreed to reduce employee benefits to the level associated with 

its proposed salaries and wages for officers and directors. 

For the water division, the net result of these adjustments is: (1) the 

Company’s proposed operating expenses have decreased by $753, from $1,735,835 

in the rebuttal filing to $1,735,082. 

For the wastewater division, the net result of these adjustments is: (1) the 

Company’s proposed operating expenses have decreased by $754, from $2,580,167 

in the rebuttal filing to $2,579,4 13. 

The Company continues to recommend a cost of equity of 10.5%. The 

Company continues to propose a cost of debt to 4.25% and a capital structure 

consisting of 35.36% debt and 64.64% equity. Based on these recommendations 
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the overall recommended weighted cost of capital (rate of return) continues to be 

8.29%. 

THANK YOU. WHAT ARE THE PROPOSED REVENUE 

REQUIREMENTS AND RATE INCREASES FOR THE COMPANY, 

STAFF, AND RUCO AT THIS STAGE OF THE PROCEEDING? 

For the water division, the proposed revenue requirements and proposed rate 

increases are as follows: 

Revenue Requirement Revenue Incr. 'YO Increase 

Company-Rebuttal $2,69 1,108 $ 713,480 3 6.0 8% 

Staff-Surrebuttal $2,434,827 $ 457,200 23.12% 

RUCO-Surrebuttal $2,394,262 $ 416,636 2 1.07% 

Company-Rejoinder $2,690,054 $ 712,436 36.04% 

For the wastewater division, the proposed revenue requirements and 

proposed rate increases are as follows: 

Revenue Requirement Revenue Incr. YO Increase 

Company-Rebuttal $ 3 3  14,104 $ 417,329 13.48% 

Staff- Surrebuttal $3,421,261 $ 144,486 4.67% 

RUCO-Surrebuttal $3,096,775 $ 95,414 3 .OS% 

Company-Rejoinder $3,5 13,050 $ 416,275 13.44% 

The vast majority of the dollars in dispute for both divisions relate to the 

ROE and recovery of income taxes. 

WHAT WOULD BE THE IMPACT TO CUSTOMER BILLS FROM THE 

PROPOSED RATE INCREASE? 

The average monthly water bill under the proposed rates for a 5/8x3/4 inch 

residential customer using an average 6,395 gallons would be $13.74-a $3.08 

increase over the present monthly bill. The average monthly wastewater bill under 
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A. 

Q. 

A. 

Q. 

A. 

the proposed rates for a 5/8 inch residential customer would be $26.03-a $3.3( 

increase from the present monthly bill. 

RATE BASE 

A. Water Division Rate Base 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS FOR THE WATER DIVISION? 

Yes, for the water division the rate bases proposed by the Company, Staff anc 

RUCO, are as follows: 

OCRB FVRB 

Company -Rebuttal $ 9,073,324 $9,073,324 

Staff- Surrebuttal $ 9,122,677 $9,122,677 

RUCO- Surrebuttal $9,073,286 $9,073,286 

Company-Rej oinder $ 9,073,324 $9,073,324 

IS THE COMPANY PROPOSING ANY ADDITIONAL ADJUSTMENTS 

TO RATE BASE AT THIS STAGE OF THE PROCEEDING? 

No. The Company proposed adjustments to the rate base components since the 

direct filing are described in detail in my rebuttal testimony. The adjustments for 

water division’s OCRB are detailed on rejoinder schedules B-2, pages 3 through 5. 

Rejoinder Schedule B-2, page 1 and 2, summarize the Company’s proposed 

adjustments and the rebuttal OCRB. 

1. Plant-in-Service (PIS) and Accumulated Depreciation ( A / D )  

PLEASE DISCUSS THE POSITIONS OF THE PARTIES WITH RESPECT 

TO PLANT-IN-SERVICE AND ACCUMULATED DEPRECIATION. 

While all the parties are in agreement on the total balance of plant-in-service of 

$14,571,679 for the water division, there are minor differences in the individual 
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Q. 

A. 

Q* 

A. 

account balances between the Company and RUCO. More specifically, there art 

minor differences for accounts 307-Wells and Springs, 3 1 1-Pumping Equipment 

and 320.2-Chemical Solution Feeders. The differences arise because the Companj 

adopted Staffs adjustment number 3 for capitalized test year expenses whick 

adjusts the plant accounts differently than does RUCO through its adjustments. 

For example, Staffs adjustment increases account 307-Wells and Springs bq 

3,902, account 3 1 l-Pumping Equipment by $5,937, and account 333-Services bq 

$15,692. The adjustment increase PIS by $25,692 in total. RUCO’s adjustments 

(adjustments 3 and 4) increase account 3 1 1-Pumping Equipment by $7,273. 

account 320.2-Chemical Solution Feeders by $2,566 and account 3 33-Services by 

$15,692. The RUCO adjustments also total $25,692. 

WHAT IS THE CONSEQUENCE OF THE DIFFERENCES IN THE 

INDIVIDUAL ACCOUNT BALANCES? 

RUCO’s recommended level of depreciation expense is somewhat higher than the 

Company’ s-about $5 50.2 

PLEASE CONTINUE. ARE THE PARTIES IN AGREEMENT ON THE 

RECOMMENDED LEVEL OF ACCUMULATED DEPRECIATION? 

Yes. All the parties recommend an A/D balance of $4,788,552 at this stage of the 

proceeding3 

Compare Staff adjustment 3 as shown in Staff Surrebuttal Schedule CSB-4 with RUCO adjustment 3 and 
4 as shown on RUCO surrebuttal schedules RBM-12 and RBM-13. 

The Company recommends depreciation expense of $667,321, as shown on Rejoinder Schedule C-2, 
page 2, and RUCO recommends depreciation expense of $667,869, as shown on Surrebuttal Schedule 

’ Compare Company Rejoinder Schedule B-2, page 1, with RUCO Surrebuttal Schedule RBM-2 and Staff 
Surrebuttal Schedule CSB-2. 

RBM- 10. 
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WHY DOES RUCO’S ADJUSTMENT RESULT IN LOWER RATES? 

Because the depreciation on AIAC funded plant is allowed in rates and not allowed 

in rates for CIAC funded plant. The reclassification accepted by the Companj 

results in savings to ratepayers of about $2 1,000 annually. 

WOULDN’T IT COST THE COMPANY ADDITIONAL TIME ANC 

MONEY TRYING TO TRACK DOWN WHO THE COMPANY SHOULC 

PAY? 

I would assume so. Likewise, if any successor entity is interested in being paid 

I would think they would have made themselves known and requested payment. 

ARE THERE ANY OTHER RATE BASE RELATED DISPUTES 

BETWEEN THE PARTIES? 

No. 

B. Wastewater Division Rate Base 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS FOR THE WASTE WATER DIVISION? 

Yes, for the wastewater division the rate bases proposed by the Company, Staff and 

RUCO, are as follows: 

OCRB FVRB 

Company -Rebuttal $ 9.832,800 $9,832,800 

Staff-Surrebuttal $9,642,163 $ 9,642,163 

RUCO- Surrebuttal $9,832,800 $9,832,800 

Company -Rej oinder $9.832,800 $ 9,832,800 

Q* 
A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 
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PHOENIX 

Q* 

A. 

Q. 

A. 

Q* 

A. 

IS THE COMPANY PROPOSING ANY ADDITIONAL ADJUSTMENT! 

TO RATE BASE AT THIS STAGE OF THE PROCEEDING? 

No. The Company proposed adjustments to the rate base components since thc 

direct filing are described in detail in my rebuttal testimony. The adjustments fo 

water division’s OCRB are detailed on rejoinder schedules B-2, pages 3 through 5 

Rejoinder Schedule B-2, page 1 and 2, summarize the Company’s propose( 

adjustments and the rebuttal OCRB. 

1. PISandA/D 

PLEASE DISCUSS THE POSITIONS OF THE PARTIES WITH RESPEC? 

TO PLANT-IN-SERVICE AND ACCUMULATED DEPRECIATION. 

The Company and RUCO agree to a PIS balance of $22,039,554 (including a $3 

rounding difference). Staffs recommended PIS balance is $2 1,478,94 1 , which iz 

$560,6 13 lower than the Company’s recommended PIS balance. 

WHAT ARE THE REASONS FOR THE DIFFERENCE IN THE PIS 

BALANCES BETWEEN THE COMPANY AND STAFF? 

Two reasons. First, Staffs PIS balance does not reflect RUCO’s proposed 

adjustment of $37,858 discussed in my rebuttal te~timony.~ This adjustment was 

for removal of certain plant costs that were not included in the sewer division’s 

prior rate case. Second, Staff is proposing to remove $598,468 for excess capacity 

related to wastewater treatment.’ The Company continues to disagree with Staffs 

proposal for the reasons explained by Mr. Jones in his rejoinder testimony. 

See Rebuttal Testimony of Thomas J. Bourassa - Rate Base, Income Statement and Rate Design 1 

(“Bourassa Rb.”) at 7. 
’ Brown Sb. at 4. 

8 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG 
A PROFEISIOWAL CORPORATION 

PHOENIX 

Q. 

A. 

Q. 

A. 

OKAl PLEASE DISCUSS THE PARTIES' RECOMMENDED LEVELS 

OF ACCUMULATED DEPRECIATION. 

The Company and RUCO are in agreement on the A/D balance of approximatelj 

$1 1,503,741 .9 Staffs recommended A/D balance of $1 1,191,864 is lower than thc 

Company's recommended balance by $3 11,877.'' This difference is the result of 

1) Staffs A/D does not include the $43,881 upward adjustment to A D  for prioi 

rate case plant costs as reflected in the Company's proposed adjustment "B' 

discussed in my rebuttal testimony; and, 2) Staff proposes a $356,088 downward 

adjustment to A/D for its related recommended disallowance of excess capacity 

plant costs also discussed in my rebuttal testimony." 

2. AIAC and CIAC 

PLEASE DISCUSS THE POSITIONS OF THE PARTIES WITH RESPECT 

TO AIAC AND CIAC. 

The Company and RUCO are in agreement of the balance of AIAC ($0) and net 

CIAC ($703,013) at this stage of the proceeding. l 2  These balances are a result of 

reclassifLing AIAC to CIAC as proposed by RUCO. Staff continues to 

recommend an AIAC balance of $285,313 and a net CIAC balance of $359,601- 

which are the balances the Company proposed in its direct filing. l 3  As I discussed 

earlier, Staff is not adopting the RUCO proposed reclassification of AIAC to CIAC 

from a bankrupt developer because Staff argues the Company still has an 

obligation to pay. I will not repeat that testimony here. 

Compare Company Rejoinder Schedule B-2, page 1 with RUCO Surrebuttal Schedule TJC-2. 
Compare Company Rejoinder Schedule B-2, page 1 with Staff Surrebuttal Schedule CSB-2. 
Bourassa Rb. at 8 - 9. 

See Staff Surrebuttal Schedule CSB-2. 

9 

10 

l2  Id. 
13 
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Q- 

A. 

IV. 

Q. 

A. 

Q. 

A. 

ARE THERE ANY OTHER RATE BASE RELATED DISPUTE: 

BETWEEN THE PARTIES? 

Yes. The Company has adopted a $37,858 adjustment to PIS related to prior rat< 

case costs.I4 Staff has not adopted this adjustment. 

INCOME STATEMENT 

A. 

PLEASE DISCUSS THE COMPANY PROPOSED ADJUSTMENTS TO 

REVENUE AND/OR EXPENSES? 

The Company proposed adjustments to the revenue and expense since the direcl 

filing are described in detail in my rebuttal testimony. The Company is revising 

one adjustment to expenses, as will be discussed below. The Company rejoinder 

adjustments for the Water Division are detailed on Rebuttal Schedule C-2, pages 1- 

13. The rejoinder income statement with adjustments for the water division is 

summarized on Rejoinder Schedule C-1, page 1-2. The Company rejoinder 

adjustments for the Wastewater Division are detailed on Rejoinder Schedule C-2, 

pages 1 - 13. The rejoinder income statement with adjustments for the wastewater 

division is summarized on Rejoinder Schedule C- 1, page 1-2. 

Revenue and Expenses - Water and Wastewater Divisions 

1. Salaries and Wages - Officers and Directors 

PLEASE DISCUSS THE REVISION TO THE COMPANY’S EXPENSE 

ADJUSTMENTS. 

Based on the Staff surrebuttal testimony,” the Company is proposing to remove 

payroll burden (employee benefits) related to the Company’s removal of salaries 

and wages for officers and directors. Accordingly, for both the water and 

wastewater division, rejoinder adjustment 4 as shown on Rejoinder Schedules C-2, 

Bourassa Rb. at 7. 
Brown Sb. at 6. 

4 
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Q- 

A. 

Q. 

A. 

page 5 ,  reflects the Company’s proposed adjustment 40 reduce employee benefits 

expense. 

DOES THERE CONTINUE TO BE A DISPUTE OVER THE LEVEL OF 

WAGES AND SALARIES FOR OFFICERS AND DIRECTORS? 

Yes. The Company continues to propose an expense level of $40,198 for each 

division. Staff proposes an expense level of $13,686 for each division.16 RUCO 

proposes an expense level of $7,085 for each divi~ion.’~ These expense levels are 

far too low to compensate Mr. Robson for the value he brings to the Company. 

PLEASE COMMENT ON THE SURREBUTTAL TESTIMONY OF STAFF 

AND RUCO REGARDING THIS SUBJECT. 

For Staff, Ms. Brown’s reliance on NARUC regarding the use of estimates is 

unfounded.“ For starters, we use estimates all the time in rate making. 

Ms. Brown’s proposed level of expense itself is an estimate based on her own 

views. Every normalization adjustment Ms. Brown has ever proposed results in an 

estimate of a fbture expense level based on the averaging of past levels. Besides, 

Mr. Robson’s test year salary of about $90,000 per division was based on actual 

costs paid to Mr. Robson and is not an estimate. 

In this case, the approximately $40,000 compensation level for each division 

is based on Pima’s effort to reach a compromise of the amount that should be 

allowed for ratemaking purposes. The Company came up with this level based 

upon the amount allowed in the prior rate case, escalated based upon inflation. 

The requested salary level of $40,000 per division unquestionably benefits 

Pima and its customers because substantial value is provided to a company 

Brown Sb. at 5. 

Brown Sb. at 5 - 6.  

16 

I 7  See Surrebuttal Testimony of Robert B. Mease (“Mease Sb.”) at 18. 
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Q. 

A. 

operating under the guidance and governance of a CEODirector. As CEO anc 

Chairman of the Board, Mr. Robson, performs several important function whicl 

contribute to Pima being a well run and efficient organization. These function: 

include but are not limited to: 1) assuring legal and regulatory compliance 

2) determining, establishing, and planning the values, mission, vision, and short 

term and long-term goals of the organization; 3) providing oversight to all activitiei 

and assuring a smoothly functioning and efficient organization; 4) assurini 

program quality and organizational stability through development an( 

implementation of standards, controls, policies, procedures and regular evaluation 

and 5) overseeing the fiscal activities of the organization including budgeting 

reporting, and audit. All of these hnctions provided by a CEO contribute to a we1 

run company and ratepayers’ benefiting from a well run company. 

HASN’T THE COMPANY EXPLAINED THAT THE HOURS ESTIMATE 

FOR MR. ROBSON WAS AN ERROR? 

Yes, but neither Staff nor RUCO will let go of the use of the hours estimate tc 

support their considerable expense reduction. Mr. Mease actually asserts that he 

cannot count on the Company’s rebuttal response that the 56 hours worked (a2 

initially reported by the Company) was an error and not reflective of the actual 

hours worked by Mr. Robson as he does not keep timesheets.’’ I guess only the 

non-utility parties get to make and correct mistakes. Does this mean that wheneve1 

RUCO (or Staff) makes an error and then subsequently corrects that error, as 

RUCO did in the instant case with respect to its recommended water division rates 

and with its property tax rates, that we cannot rely upon RUCO’s correction? 

I think not. The purpose of a contested proceeding is to get the most accurate data 

Mease Sb. at 18. 19 
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Q- 

A. 

possible-parties develop positions, other parties analyze and critique those 

positions and oftentimes, as is the case here, errors are found and corrected. The 

Commission should then use the most accurate data-and not, as RUCO and Staff 

are attempting to do, simply say that the Company’s initial position was an error 

therefore the corrected and accurate data will be ignored. 

2. Depreciation Expense 

PLEASE COMMENT ON THE PARTIES’ RESPECTIVE 

RECOMMENDED LEVELS OF DEPRECIATION EXPENSE. 

All the parties agree on the depreciation rates for both divisions. For the water 

division, the difference between the Company’s recommended level of 

depreciation expense and Staffs is due to differences in each of the parties’ 

recommended balances of CIAC. As you will recall, Staff has not adopted the 

Company’s proposed reclassification of AIAC to CIAC. Consequently, Staffs 

recommended depreciation expense is about $2 1,000 higher than the Company’s 

due to a lower CIAC balance and resulting lower level of amortization. 

With respect to RUCO’s level of depreciation expense for the water 

division, the difference to the Company’s recommended level is minor (about 

$550), and is exclusively the result of relatively small differences in the individual 

plant account balances. I discussed the difference in the account balances 

previously in the rate base section of the water division. 

For the wastewater division, the difference between the Company’s and 

Staffs recommended depreciation expense is the result of the difference in the 

plant balances as well as lower amortization. As you will recall from the rate base 

section of my testimony, Staff recommends removal of plant costs it characterizes 

as excess capacity and is not adopting the Company’s proposed reclassification of 

AIAC to CIAC. These two items combine to produce a level of depreciation 

13 
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PHOENIX 

Q. 

A. 

Q- 

A. 

Q. 
A. 

expense for the wastewater division that is roughly $1 , 100 lower than the Companj 

recommendation. 

Both the Company and RUCO agree on the recommended level o 

depreciation expense for the wastewater division.20 

3. Miscellaneous Expense 

PLEASE COMMENT ON THE POSITIONS OF THE PARTIES 

REGARDING MISCELLANEOUS EXPENSE. 

The Company and RUCO are in agreement to reclassify $6,354 of bank fees from 

the wastewater division to the water division,21 Staff has not adopted thi: 

adjustment. 

4. Rate Case Expense 

PLEASE COMMENT ON THE POSITIONS OF THE PARTIES 

REGARDING RATE CASE EXPENSE. 

The Company continues to recommend rate case expense of $200,000 for each 

division and recommends rate case expense recovery over 5 years, or $40,000 per 

year for each division by means of a surcharge. Staff also recommends rate case 

expense of $200,000 for each division but continues to propose that rate case 

expense be “normalized” over 5 years, or $40,000 annually in annual operating 

expenses for each division.22 

WHY DOES STAFF OPPOSE A SURCHARGE? 

Ms. Brown advances three arguments.23 First, rate case expense does not meet its 

criteria for a surcharge. Second, Staff has a concern over single issue ratemaking. 

Third, surcharges can be burdensome and administratively inefficient. 

See Surrebuttal Testimony of Timothy J. Coley (“Coley Sb.”) at 6. 
Id. at 13. 
Brown Sb. at 20. 

20 

21 

22 

23 Id. 
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Q. 

A. 

Staffs “criteria” for surcharges appear to apply to adjuster mechanisms, 

which is not what the Company is proposing. An adjuster mechanism addresses 

the unique characteristics of certain expenses such as purchased water and 

purchased power, which are typically volatile, represent a significant portion of 

operating expenses, and are out of the control of the Company. A flat surcharge 

will be recovered until such time as the Company hl ly  recovers rate case expense. 

The surcharge approach addresses the unique characteristic of rate case expense as 

compared to all other expenses typically considered in a rate case. 

Rate case expense is not a normal recurring annual expense like power, 

water, labor, or postage. Rate case expense is paid up-front (generally after the end 

of the test year but before new rates are placed into effect) and recovered after-the- 

fact during the period of time new rates are in effect. It is, in fact, a prepaid 

expense, which is amortized over future periods until such time it is fully 

amortized. In this way, revenues are properly matched with expenses-a basic 

tenet of generally accepted accounting principles (“GAAP”). A surcharge 

approach is the most consistent with G A M ,  and benefits the customers the most 

by providing them with accurate information on their bill that allows them to 

understand the elements that make up their bill. 

WHAT ABOUT STAFF’S SECOND ARGUMENT - SINGLE ISSUE 

RATEMAKING? 

Single issue ratemaking occurs when a change to a single cost item is considered in 

isolation and outside the context of the rate setting process. Again, that is not the 

case here, and further shows Staff is criticizing the requested surcharge for being 

an adjuster mechanism, which it is not. An adjuster mechanism moves rates up or 

down based on changes to an expense occurring outside of a rate case, opening up 

criticism of single issue ratemaking. While I do support adjuster mechanisms in 
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Q. 
A. 

Q. 

A. 

general for certain expenses, that is not what we are talking about here and Staff I 

concern over single issue ratemaking is misplaced. In the instant case, thc 

proposed surcharge is fixed, is based upon a predetermined authorized amount an( 

will not change between rate cases except as to cease when the predetermine( 

amount is fblly recovered. Its impact on rates, now and in the fbture, can be full: 

considered within the context of this rate case. 

IS A SURCHARGE AN UNDUE ADMINISTRATIVE BURDEN? 

I do not know why Staff thinks it is because Ms. Brown does not explain it in he 

testimony. In my view, it is the Company that bears the bulk of any administrativc 

burden in order to collect and track the surcharge as well as to report annually thr 

surcharge activity to the Commission. Any additional administrative burden Staf 

may encounter processing an annual filing are outweighed by the fairness of a bi. 

lateral mechanism that will eliminate the very threat of over recovery Staff wa: 

worried about in its direct, and also eliminates the time and effort spent during rat€ 

proceedings arguing about normalization vs. amortization, and for how long. 

PLEASE COMMENT ON RUCO’S SURREBUTTAL TESTIMONE 

REGARDING RATE CASE EXPENSE. 

As mentioned, RUCO supports the surcharge mechanism but continues to propose 

rate case expense of $1 50,000 for each division normalized over 4 years or $37,50C 

annually for each division.24 I find RUCO’s recommendation perplexing. RUCC 

introduced the surcharge approach and acknowledges its merits+liminating 

potential over recovery of rate case expense as well as the fact that rate case 

expense, as a prepaid expense, should be amortized, not n ~ r m a l i z e d . ~ ~  And yet, 

RUCO continues to propose a normalization approach. Even worse, its preferred 

Mease Sb. at 15 - 16. 
Coley Sb. at IO. 

24 

25 
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Q* 
A. 

Q* 

A. 

Q. 

A. 

alternative is to lengthen the normalization period to 10 years, presumably to 

hrther alleviate the very concerns regarding over recovery it acknowledges would 

be resolved by the surcharge Pima is proposing.26 

WHAT IS WRONG WITH RUCO’S 10 YEAR RECOVERY PROPOSAL? 

RUCO’s preferred alternative is simply one-sided. While concerned with potential 

over recovery of rate case expense, RUCO appears to have absolutely no concern 

the Company will potentially under recover rate case expense if it files sooner than 

the normalization period. The Company explained why the lengthy intervals are a 

thing of the past, evidence RUCO has largely ignored. And the surcharge approach 

addresses both concerns - over under recovery. There has simply been no 

good basis for its rejection raised in this case. 

WHY DO YOU THINK THE COMPANY WILL FILE BEFORE THE END 

OF 10 YEARS? 

Well, let’s not forget that Pima’s new debt issuance matures in 5 years. Pima will 

have to refinance this debt andor pay it off. The cost of debt at that time may be 

much higher creating a need to change rates. Second, and more importantly, the 

Company plans to undertake a $1.5 million force main improvement project along 

with several other significant investments. This new investment will put pressure 

on rates. 

5. Income Taxes 

DO YOU HAVE ANY COMMENTS REGARDING THE TESTIMONY OF 

STAFF WITNESS, MS. BROWN, ON INCOME TAXES? 

Yes. Ms. Brown is correct that the NARUC USOA requires Pima to record all 

expenses and l iabi l i t ie~.~~ However, I do not see how this has anything to do with 

Mease Sb. at 15. 
Brown Sb. at 1 1 .  

26 
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Q. 

A. 

the issue. As I pointed out in my rebuttal, in ratemaking, besides being estimates 

some expenses considered in the rate making process are completely fictitious 

like, for example, hypothetical interest expense which is not “recorded” per tht 

NARUC guideline.28 Neither would an amount of chemical expense determined b j  

averaging the test year and two prior years. But this is about ratemaking, no1 

reporting and recording. 

I hrther fail to see how Ms. Brown’s references to the NARUC audil 

manual instructions have anything to do with the rate making treatment of income 

taxes.29 They simply provide instruction of how to audit and say nothing about rate 

making. Similarly, Ms. Brown’s reliance on the Arizona Administrative Code 

regarding pro forma adjustments to the test year does not support her argument thal 

income taxes should be d i s a l l ~ w e d . ~ ~  In fact, it does the opposite. Pro forma 

adjustments provide for a more normal or more realistic relationship between 

revenues, expenses, and rate base. An income tax allowance does just that, 

Ms. Brown’s attempt to use a technical distinction notwithstanding. Of course, the 

tax liability is real. Ms. Brown admits utility income passed through to the 

 shareholder^.^^ Simply because the utility income is passed through to 

shareholders does not change the fact that it is utility income, income which is 

subject to tax.32 

WHAT ABOUT MS. BROWN’S ARGUMENT THAT THE PASS- 

THROUGH IS NOT DISADVANTAGED? 

Ms. Brown’s attempt on pages 12-17 to demonstrate that the S-Corp. investor is 

Brown Sb. at 17. 
Id. at 1 8. 

30 Id. at 1 1. 
31  Id. at 9. 
32 See Rebuttal Testimony of Marc L. Spitzer at 8 - 10; Rejoinder Testimony of Marc L. Spitzer at 3 - 5. 
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Q* 

A. 

V. 

Q. 

A. 

not disadvantaged by the disallowance of income taxes fails for several reasons. 

These reasons include: 1) errors; 2) inconsistencies; 3) unrealistic and/or invalid 

assumptions; 4) conhsion between utility income and investment income; and, 

5 )  conhsion between income taxes paid and income tax liability. As a result 01 

these flaws, the fact that this is really just a policy decision for the Commission is 

sort of lost when reading Staffs testimony. 

WHY DO YOU BELIEVE THIS IS A POLICY DECISION, 

MR. BOURASSA? 

Because the income taxes are a cost of service. The Commission needs to decide 

whether to allow this cost of service to be recovered through rates. For the policy 

reasons addressed in the testimony of Pima’s witnesses, particularly Mr. Spitzer, 

allowing a pass-through entity to recover income taxes through rates is good 

policy. 

RATE DESIGN 

A. Water Division 

1. Proposed Rates - Water Division 

WHAT ARE THE COMPANY’S REJOINDER PROPOSED RATES FOR 

WATER SERVICE? 

The Company’s proposed rates are: 

MONTHLY SERVICE CHARGES 

518” x 314” Meter 

314” Meter 

1 ” Meter 

1 l/2” Meter 

2” Meter 

3” Meter 

19 

$ 7.14 

$ 10.71 

$ 17.85 

$ 35.70 

$ 57.12 

$1 14.24 
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4” Meter 

6” Meter 

Irrigation 

Gallons in minimum (all classes, except irrigation) 

Gallons in minimum (irrigation) 

$178.50 

$357.00 

$200.00 

0 

0 

COMMODITY RATES 

5/8”X3/4” Meter - Res. 

5/8”X3/4” Meter - Com. 

314” Meter - Res. 

314” Meter - Corn. 

1” Meter - Res., Corn. 

1 %” Meter - Res., Corn. 

2” Meter - Res., Corn. 

3” Meter - Res., Corn. 

1 to 4,000 

4,001 to 10,000 

Over 10,000 

1 to 10,000 

Over 10,000 

1 to 4,000 

4,001 to 10,000 

Over 10,000 

1 to 10,000 

Over 10,000 

1 to 25,000 

Over 25,000 

1 to 50,000 

Over 50,000 

1 to 80,000 

Over 80,000 

1 to 160,000 

Over 160,000 

20 

$0.92 

$ 1.22 

$ 1.62 

$ 1.22 

$ 1.62 

$0.92 

$ 1.22 

$ 1.62 

$ 1.22 

$ 1.62 

$ 1.22 

$ 1.62 

$ 1.22 

$ 1.62 

$ 1.22 

$ 1.62 

$ 1.22 

$ 1.62 
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PHOENIX 

Q* 

A. 

Q- 

A. 

Q. 

A. 

4” Meter - Res., Com. 

6” Meter - Res., Com. 

1 to250,OOO $ 1.22 

Over 250,000 $ 1.62 

1 to 500,000 $ 1.22 

Over 5 00,000 $ 1.62 

Irrigation - all meter sizes All gallons $0.51 

Standpipe (bulk) All gallons $ 1.62 

WHAT WILL BE THE AVERAGE 9 8  INCH RESIDENTIAL CUSTOMER 

AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 6,395 gallons is $13.74-a 

$3.08 increase over the present monthly bill or a 28.87 percent increase. 

2. Comments on Staff Rate Design 

DO THE STAFF RATES PRODUCE THE STAFF RECOMMENDED 

REVENUES? 

Yes. 

HAVE YOU MADE CHANGES TO THE COMPANY’S PROPOSED RATE 

DESIGN IN RESPONSE TO THE STAFF RATE DESIGN? 

Yes, in response to Staffs proposed surrebuttal rate design. It has been an ongoing 

process of modifjling and refining. Staff considered my rebuttal comments about 

its rate design and offered a revised rate design that provides a better balance 

between revenue stability and conservation. Staff has accomplished this by placing 

a greater emphasis on revenue recovery from the monthly minimums. I appreciate 

this effort and have followed Staffs lead by placing a greater emphasis on revenue 

recovery from the monthly minimums. But I am still unable to accept some of 

Staffs design elements. 
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WHAT DESIGN ELEMENTS DID YOU ACCEPT? 

First, as I stated, I placed a greater emphasis on revenue recovery from the month11 

minimums. While I generally agree with recovering more from the fixed part ol 

the charges for service, in this case I could not place as much emphasis on recoveq 

from the monthly minimums as Staff primarily because I do not recommenc 

lowering the first tier commodity rate as does Staff. I will discuss this hrthei 

below. Second, I scaled the monthly minimums for the larger meter sizes relativc 

to the flow of the 5/8x3/4 meter as Staff has done. Third, I have accepted Stafl 

differentials in the commodity rates between the first and second tier of $0.30 pel 

thousand and between the second and third tier of $0.40 per thousand. Fourth, 1 

have lowered the irrigation commodity rate to the same level as Staff. 

WHAT DESIGN ELEMENTS WERE YOU UNABLE TO ACCEPT? 

First, I have not adopted Staffs break-over points. The rationale behind Staffs 

proposed break-over points for the 1 inch and larger meters is still unclear to me 

The Company proposed break-over points are scaled relative the second tier of the 

5/8x3/4 inch residential meter, which is both typical and rationale, absent some 

compelling reason to do otherwise. 

Second, I did not accept Staff reduction to the first tier commodity rate. As 

I stated in my rebuttal testimony, reducing the cost of water sends the wrong price 

signal to customers. As an attempt to compromise, I left the first tier commodity 

rate unchanged at $0.92 per thousand gallons. 

Third, I did not accept Staffs monthly minimum for the irrigation class of 

$180 which is the current monthly minimum. Instead, I increased the monthly 

minimum to $200. 

22 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

F E N N E M O R E  CRAIG 
A PROFESSIONAL C O R P O R A T I O N  

PHOENIX 

Q* 

A. 

Q. 
A. 

WERE YOU ABLE TO ACHIEVE THE SAME LEVEL OF REVENUE 

RECOVERY FROM THE MONTHLY MINIMUMS AS STAFF? 

No. Under the Staff proposed rates approximately 40.0 percent of Staff propose( 

revenues are recovered from the monthly minimums. This is shown in Rejoindei 

Exhibit TJB-RJ1 at page 3. Under the Company proposed rates approximatel) 

36.6 percent of revenues is recovered from the monthly minimums. This is showr 

in Rejoinder Exhibit TJB-RJ1 at page 2. Again, I favor higher monthlj 

minimums all things being equal, but rate design is as much an art as a science- 

the Commission has to find a rate design that provides the Company with it: 

required revenues, avoids subsidies as much as possible, and provides proper price 

signals to customers. The Company has sought to achieve the proper balance in 

constructing its rate design in this case. 

3. Comments on RUCO Rate Design 

PLEASE COMMENT ON RUCO’S PROPOSED RATES. 

RUCO has addressed the concerns regarding the rate design I described in my 

rebuttal testimony.33 The main criticism was that the rate design was too 

complicated with monthly minimums and commodity rates differing between 

customer classes for the same meter size and commodity rates which differed 

between customer classes for the same meter size. The only additional comment 

I would provide at this stage is that RUCO’s rate design now provides the least 

revenue stability as it recovers only about 32.5 percent of RUCO’s proposed 

revenues from the monthly minimums. This is shown in Rejoinder Exhibit 

TJB-RJ1 at page 4. 

Brown Sb. at 2 1. 33 
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4. Cost of Service Study - Water Rates 

HAVE YOU UPDATED YOUR COST OF SERVICE STUDY? 

Yes. I have updated my cost of service study to reflect the changes to rate base, 

revenues and expenses contained in the Company’s rejoinder filing. As shown on 

Rebuttal Schedule G-2, the returns at the rejoinder proposed rates are similar to 

those shown in my rebuttal testimony and continue to vary substantially between 

the various meter sizes. While all the returns are positive, the 5/8x3/4 inch 

customer classes provide only 4.4 percent return, well below the 8.29 percent 

requested. The larger sized meters, such as the 1 inch, 2 inch, 3 inch custome 

classes are providing much higher returns at about 21.3 percent, 26.3 percent, an( 

48 percent, respectively. The irrigation class provided for about a 33.5 percen 

return. This indicates that the larger meter customer classes as well as thr 

irrigation class continue to subsidize the 5/8 inch and 3/4 inch customer classe: 

under the rejoinder proposed rates. However, consistent with the concept 01 

gradualism, there is improvement in eliminating existing subsidization under the 

Company’s proposed rates. In the next rate case, which is expected to be filed ir 

the next 3-5 years, another step to further this delicate balance can be taken. 

HAVE YOU PREPARED A SCHEDULE TO SHOW THE RESULTS OF A 

COST OF SERVICE STUDY USING STAFF’S RECOMMENDATIONS? 

Yes. Rejoinder Exhibit TJB-RJ2 shows the cost of service study results using the 

Staff recommendations for rate base, revenues and expenses, and proposed rates. 

This schedule is similar to the G-2 schedule in my cost of service study. As shown 

on the schedule, all of the returns from the various customer size classes are 

positive. The 5/8x3/4 inch customer classes provide a return of just 2.70 percent, 

far below the Company’s 4.40 percent and still well below the 7.60 percent 

recommended by Staff. The larger sized meters, such as the 1 inch, 2 inch, and 
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A PRofEsrtoMAL CORPORATION 

PHOENIX 

Q* 

A. 

3 inch customer classes are providing much higher returns at about 22.7 percent 

26.6 percent, and 52 percent, respectively. The irrigation class provides for i 

44.7 percent return. This demonstrates that the larger meter and irrigation clas: 

customer classes subsidize the 518 inch and 314 inch customer classes to a greatei 

extent under the Staff proposed rates than does the Company’s despite thc 

improvement in Staffs rate design with respect to revenue stability. However, the 

returns provided by Staffs surrebuttal rate design are much improved over the rat€ 

design Staff proposed in its direct testimony. 

B. Wastewater Division 

1. Proposed Rates - Wastewater Division 

WHAT ARE THE COMPANY’S REJOINDER PROPOSED RATES FOR 

WASTEWATER SERVICE? 

The Company’s proposed rates are: 

MONTHLY SERVICE CHARGES 

518” x 314” meters 

314” Meters 

1 ” Meters 

1 1/2” Meters 

2” Meters 

3” Meter 

4” Meters 

6” Meter 

Effluent Sales 

Monthly minimum 

Gallons in minimum 

Commodity Rate 

$ 26.03 

$ 40.45 

$ 67.93 

$ 134.34 

$ 214.49 

$ 416.14 

$ 650.65 

$1,301.29 

25 

$ 200.00 

0 

$ 0.51 
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WHAT WILL BE THE AVERAGE 5/8X3/4 INCH RESIDENTIAL 

CUSTOMER MONTHLY BILL UNDER THE NEW RATES? 

As shown on Wastewater Schedule H-2, page 1, the monthly bill under proposec 

rates for a 5/8 inch residential customer is $26.03-a $3.30 increase from thc 

present monthly bill or a 14.50 percent increase. 

2. Comments on Staff and RUCO Rate Designs 

PLEASE COMMENT ON THE PROPOSED RATE DESIGNS OF STAFF 

AND RUCO. 

All of the parties continue to recommend similar flat rate designs for the 

wastewater division. In addition, all of the parties recommend a monthly minimum 

for effluent sales and a commodity rate for all gallons. 

WHAT ARE THE DIFFERENCES IN RATE DESIGNS BETWEEN THE 

COMPANY, RUCO AND STAFF? 

Staff continues to only recommend an increase to the monthly minimums for the 

5/8x3/4 inch metered customers. The Company’s proposed rate design increases 

the monthly minimums for all meter sizes. The larger meter monthly minimums 

are the same as under current rates. Since Staff does not explain why this is the 

case, it should not be adopted as fair and reasonable. I should also note that Staffs 

rates now produce too little revenue as opposed to its direct filing rate design which 

produced too much revenue. The shortfall is on the order of about $69,000. I have 

contacted Staff about this issue. 

RUCO no longer scales the monthly minimums based on the flows of a 

5/8x3/4 inch water meter in response to my rebuttal comments.34 RUCO now 

increases the monthly minimums the same across all meter sizes as does the 

Coley Sb. at 16 - 17. 34 
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Company. I agree with RUCO that the result is a more equitable increase for a1 

meter sizes in the instant case.35 

DO THE RUCO PROPOSED RATES NOW PRODUCE THE RUCC 

PROPOSED REVENUES? 

Yes. 

DO YOU HAVE ANY FURTHER COMMENTS? 

Yes. Staff recommends a monthly minimum and commodity rate for the irrigatior 

customer class in the water division that is different than the monthly minimun 

and commodity rate for effluent and recovered effluent sales for the wastewatei 

division. Specifically, Staff recommends a monthly minimum of $230.00 for tht 

effluent and recovered effluent sales, and recommends an irrigation monthl;) 

minimum for the water division of $180.00. Staffs effluent and recovered effluenl 

commodity rate is $0.50 per thousand gallons while the irrigation commodity rat€ 

for the water division is $0.5 1 per thousand gallons. 

WHAT IS STAFF’S REASONING FOR THE DIFFERENCE? 

Staff has not provided an explanation. 

PLEASE CONTINUE. 

RUCO recommends the same monthly minimum of $180.00 for the effluent ana 

recovered effluent sales as well as the irrigation monthly minimum for the watei 

division. However, RUCO’s effluent and recovered effluent commodity rate is 

$0.60 per thousand gallons while the irrigation commodity rate for the watei 

division is $0.47 per thousand gallons. 

35 Id. 
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WHAT IS RUCO’S REASONING FOR THE DIFFERENCES IN THE 

COMMODITY RATES? 

RUCO asserts that the quality of effluent is higher than irrigation water which 

justifies a higher commodity rate for the effluent. In my experience and based on 

my discussions with the Company, effluent is generally of lesser quality than 

groundwater particularly because effluent has higher dissolved solids contenl 

which can cause problems with turf irrigation. In my view, RUCO has it 

backwards. RUCO has priced the effluent higher, not lower, than irrigation water. 

IF EFFLUENT WATER IS OF LESSER QUALITY THEN WHY IS THE 

COMPANY PRICING EFFLUENT WATER AND IRRIGATION WATER 

THE SAME? 

For a few reasons. First, and most importantly, the Company is recharging unused 

effluent into the aquifer to offset groundwater pumping. Irrigation water is 

groundwater that comes from the same aquifer which is replenished with recharged 

effluent. This integrated nature of the Company’s operations supports pricing this 

water the same. Second, under the current rates, effluent water is more expensive 

than irrigation water even though effluent water in general is of lesser quality due 

to a higher level of dissolved solids. Pricing the water the same in the instant case 

moves the pricing to a more balanced level. In the next rate case, and if justified 

under the then existing circumstances, the pricing of effluent and irrigation water 

can be hrther adjusted so that irrigation water beoomes more expensive than 

effluent water. Finally, as I understand it, although higher in total dissolved solids 

than irrigation water, the Company’s effluent is of very high quality and well suited 

for turf irrigation. For all of these reasons the cost of effluent water, recovered 

effluent water, and irrigation water should be priced the same in the instant case. 
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RUCO CLAIMS YOU MISSED INCLUDING THE MONTHLY 

MINIMUMS FOR RECOVERED EFFLUENT IN COMPUTING 

REVENUES. IS THIS CORRECT? 

No. Directly delivered effluent and recovered effluent are delivered from the same 

effluent water mains to the same delivery point on the golf courses. In other 

words, the same infrastructure is used for delivering effluent water whether it is 

recovered effluent or directly delivered effluent. Directly delivering effluent 

versus delivering recovered effluent simply requires turning a valve at the plant and 

reversing the flow of the recharge wells. In any given month, the golf course 

receives a varying combination of directly delivered effluent and recovered effluent 

depending on the demand and the supply conditions, and this variation is controlled 

by Pima, not the golf courses. As I understand RUCO’s position, two separate 

monthly minimums would be charged. I do not believe that under the 

circumstances that two separate monthly minimums should be charged. 

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY? 

Yes. 
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518x314 Inch 
314 Inch 
1 Inch 
Subtotal 

518x314 Inch 
314 Inch 
1 Inch 
1 10 Inch 
2 Inch 
Subtotal 

Irrigation 

Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Pima Utility Company -Water Division Attachment 
Revenue Breakdown Summary 

Present Rates 
Page 1 

Irrigation recovered effluent 

TOTALS 

Present 
Monthly Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier .__ Total 

$ 666,421 $ 468,773 $ 139,254 $ - $ 1,274,448 
$ - $  - $  - $  - $  
$ 42,816 $ 19,994 $ 55,316 $ - $ 118,126 
$ 709,237 $ 488,767 $ 194,570 $ - $ 1,392,574 

36.00% 24.81% 9.87% 0.00% 70.68% 

$ 4,241 $ 3,355 $ 17,492 $ - $ 25,088 
$ 274 $ 203 $ 1,343 $ - $  1,819 
$ 8,832 $ 2,703 $ 17,616 $ - $ 29,151 
$ 2.772 $ 866 $ 6,803 $ - $ 10,440 
$ 30,264 $ 8,165 $ 170,037 $ - $ 208,466 
$ 46,382 $ 15,292 $ 213,291 $ - $ 274,965 

2.35% 0.78% 10.83% 0.00% 13.96% 

$ 9,540 $ 300,594 $ - $  - $ 310,134 
$ - $ (7,324) $ - $  - $ (7,324) 

$ 765,160 $ 797,328 $ 407,861 $ - $ 1,970,349 
Percent of Total 38.83% 40.47% 20.70% 0.00% 100.00% 
Cummulative % 38.83% 79.30% 100.00% 100.00% 



518x314 Inch 
314 Inch 
1 Inch 
Subtotal 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
Subtotal 

Irrigation 

Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Irrigation recovered effluent 

Pima Utility Company - Water Division 
Revenue Breakdown Summary 

Company Proposed Rates 

Attachment 
Page 2 

TOTALS 
Percent of Total 
Cummulative % 

Present 
Monthly Commodity commodity Commodity 
- Mins First Tier Second Tier Third Tier - Total 

$ 834,780 $ 347,155 $ 294,540 $ 208,881 $ 1,685,356 
$ - $  - $  - $  - $  
$ 47,767 $ 59,429 $ 43,496 $ - $ 150,691 
$ 882,547 $ 406,584 $ 338,035 $ 208,881 $ 1,836,047 

32.98% 15.19% 12.63% 7.81% 68.62% 

$ 5,312 $ 5,169 $ 26,238 $ - $ 36,719 
$ 514 $ 327 $ 2,014 $ - $  2,855 
$ 9,853 $ 8,720 $ 20,346 $ - $ 38,920 
$ 4.712 $ 4,623 $ 5,783 $ - $ 15,119 
$ 66,488 $ 71,352 $ 176,499 $ - $ 314,339 
$ 86,880 $ 90,192 $ 230,880 $ - $ 407,952 

3.25% 3.37% 8.63% 0.00% 15.25% 

$ 10,600 $ 428,544 $ - $  - $ 439,144 
$ - $ (7,324) $ - $  - $ (7,324) 

$ 980,026 $ 917,996 $ 568,915 $ 208,881 $ 2,675,819 
36.63% 34.31% 21.26% 7.81 % 100.00% 
36.63% 70.93% 92.19% 100.00% 



Pima Utility Company - Water Division - Staff Surrebuttal Rates 
Revenue Breakdown Summary 

Proposed Rates 

Attachment 
Page 3 

518x314 Inch Residential 
314 Inch Residential 
1 Inch Residential 
Subtotal 

5/8x3/4 Inch Commercial 
314 Inch Commercial 
I Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 
Subtotal 

Irrigation 
Irrigation recovered effluent 

TOTALS 
Percent of Total 
Cummulative % 

Present 
Monthly Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier - Total 

$ 818,412 $ 264,140 $ 241,426 $ 180,514 $ 1,504,492 
$ - $  - $  - $  - $  
$ 53,520 $ 62,117 $ 18,822 $ - $ 134,459 
$ 871,932 $ 326,257 $ 260,248 $ 180,514 $ 1,638,951 

36.03% 13.48% 10.76% 7.46% 67.73% 

5,208 $ 4,237 $ 22,675 $ - $ 32,120 $ 
$ 504 $ 268 $ 1,740 $ - $  231 3 
$ 11,040 $ 10,125 $ 13,415 $ - $ 34,580 
$ 4,620 $ 4,824 $ 3,550 $ - $ 12,994 
$ 65,184 $ 79,516 $ 123,087 $ - $ 267,787 
$ 86,556 $ 98,970 $ 164,467 $ - $ 349,993 

3.58% 4.09% 6.80% 0.00% 14.46% 

$ 9,540 $ 428,544 $ - $  - $ 438,084 
$ - $ (7,324) $ - $  - $ (7,324) 

$ 968,028 $ 846,447 $ 424,715 $ 180,514 $ 2,419,704 
40.01 % 34.98% 17.55% 7.46% 100.00% 
40.01 % 74.99% 92.54% 100.00% 



Pima Utility Company -Water Division - RUCO Surrebuttal Rates 
Revenue Breakdown Summary 

Proposed Rates 

Attachment 
Page 4 

Present 
Monthly Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier - Total 

518x314 Inch Residential $ 672,267 $ 324,515 $ 282,468 $ 202,434 $ 1,481,684 
314 Inch Residential $ - $  - $  - $  - $  
1 Inch Residential $ 43,833 $ 56,994 $ 42,153 $ - $ 142,979 
Subtotal $ 716,100 $ 381,508 $ 324,621 $ 202,434 $ 1,624,663 

68.26% 30.09% 16.03% 13.64% 8.51% 

518x314 Inch Commercial $ 4,278 $ 5,169 $ 25,428 $ - $ 34,875 
314 Inch Commercial $ 276 $ 239 $ 1,952 $ - $  2,466 
1 Inch Commercial $ 9,042 $ 8,363 $ 19,718 $ - $ 37,123 
1 112 Inch Commercial $ 2,837 $ 4,434 $ 5,605 $ - $ 12.875 
2 Inch Commercial $ 30,986 $ 68,428 $ 171,052 $ - $ 270,465 
Subtotal $ 47,418 $ 86,632 $ 223,754 $ - $ 357.805 

1.99% 3.64% 9.40% 0.00% 15:03% 

irrigation $ 10,070 $ 394,933 $ - $  - $ 405,003 
Irrigation recovered effluent $ - $ (7,324) $ - $  - $ (7,324) 

TOTALS $ 773,588 $ 855,749 $ 548,376 $ 202,434 $ 2,380,147 
Percent of Total 32.50% 35.95% 23.0494 8.51% 100.00% 
Cummulative % 32.50% 68.46% 91.49% 100.00% 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
JResidential Commercial. Irriaation) 
5l8x3l4 Inch Residential 
1 Inch Residential 

518x314 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 

Irrigation 

Revenue Annualization 

Subtotal 

Other Water Revenues 
Reconciling Amount 
Rounding 
Total of Water Revenues 

SUPPORTING SCHEDULES: 
5 1  
c-I 
c-3 
H-I 
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$ 9,073,324 

242.546 

2.67% 

$ 752,179 

8.29% 

$ 509,633 

1.3979 

$ 712,426 

$ 1,977,627 
$ 712,426 
$ 2,690,054 

36.02% 

Present Proposed Dollar Percent 
Rates - Rates Increase Increase 

$ 1,274,912 $ 1,685,953 $ 41 1,041 32.24% 
116,781 149,026 32,244 27.61% 

25,431 37,216 11,785 46.34% 
1,819 2,855 1,036 56.95% 

28,761 38,416 9,655 33.57% 
10,567 15,295 4,727 44.74% 

208,085 313,756 105,670 50.78% 

317,458 446,468 129,010 40.64% 

$ 1,977,673 $ 2,683,143 $ 705,470 35.67% 

7,261 7,261 0.00% 
(7,306) (351) 6,955 -95.20% 

1 I 0.00% 
$ 1,977,628 $ 2,690,054 $ 712,426 36.02% 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

- Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes & Credits 

plus: 
Unamortized Finance 

Deferred Tax Assets 
Allowance for Working Capital 

Charges 

Total Rate Base 

SUPPORTING SCHEDULES: 
8-2 
5 3  
5 5  
E-1 

Original Cost 
Rate base 

$ 14,571,659 
4,788,552 

$ 9,783,107 

(0) 

1,056,007 

(346,223) 
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Fair Value 
Rate Base 

$ 14,571,659 
4,788,552 

$ 9,783,107 

1,056,007 

(346,223) 

$ 9,073,324 $ 9,073,324 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Original Cost Rate Base Proforma Adjustments 

Line 
No. 
1 Gross Utility 
2 Plant in Service 
3 
4 Less: 
5 Accumulated 
6 Depreciation 
7 
8 
9 Net Utility Plant 
10 in Service 
11 
12 Less: 
13 Advances in Aid of 
14 Construction 
15 
16 Contributions in Aid of 
17 Construction - Gross 
18 
19 Accumulated Amortization of ClAC 
20 
21 Customer Meter Deposits 
22 Accumulated Deferred Income Tax 
23 
24 
25 
26 Plus: 
27 Unamortized Finance 
28 Charges 
29 Prepayments 
30 Materials and Supplies 
31 Working capital 
32 
33 
34 Total 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 SUPPORTING SCHEDULES: 
46 &2,pages2 
47 E-1 
48 
49 
50 

Actual 
at 

End of 
Test Year 

$ 14,546,128 

4,788,169 

$ 9,757,959 

374,236 

632.418 

(346,223) 

$ 9,097,529 
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Adjusted 
at end 

Proforma of 
Adiustment Test Year 

25,531 $ 14,571,659 

383 4,788,552 

(374,236) 

423,589 

$ 9,783,107 

1,056,007 

(346,223) 

$ 9,073,324 

RECAP SCHEDULES: 
B- 1 
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Line Plant 
No. 
I 307 
2 31 1 
3 333 
4 
5 
6 
7 

Pima UtilityCompany - Water Division 
Test Year Ended December 31,201 0 

8-2 Adjustment 1 - A 
Capitalized Expenses 

DescriDtion Amount 
Wells and Springs $ 3,902 

Services 15,692 
Electric Pumping Equipment 5,937 

$ 25,531 Total 

8 Increase in Plant-in-Service $ 25,531 
9 
10 
11 
12 
13 
14 
15 
16 ReferencelSumortinq Schedule 
17 Staff Rate Base Adjustment No. 1, Schedule CSB-4 
18 
19 
20 
21 
22 
23 
24 
25 

Exhibit 
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Pima UtilityCompany - Water Division 
Test Year Ended December 31,201 0 

8-2 Adjustment 2 - A 
Depreciation Related to Capitalized Expenses 

Line Plant 
No. &cJ Description Amount 
1 307 Wells and Springs $ 3,902 

3 333 Services 15,692 
4 
5 Total 
6 
7 
8 Increase in Accumulated Depreciation 
9 
10 
11 
12 
13 
14 
15 
16 Reference/Sumortinq Schedule 
17 Staff Rate Base Adjustment No. 2, Schedule CSB-5 

19 
20 
21 
22 
23 
24 
25 

2 31 I Electric Pumping Equipment 5,937 

l a  
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Depr 
- -  Rate Years Depreciation 
3.00% 0.5 $ 59 

3.00% 0.5 235 
3.00% 0.5 a9 

$ 383 

$ 383 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,201 0 

B-2 Adjustment 3 
Reclassify AIAC to ClAC 

Line 
No. 
1 
2 
3 
4 Total 
5 
6 
7 Increase (Decrease) in AlAC 
8 
9 
10 Increase (Decrease) in ClAC 
11 
12 
13 
14 
15 ReferenCelSURROItina Schedule 
16 RUCO Rate Base Adjustment No. 1, Schedule RBM-6 
17 
18 
19 
20 
21 
22 
23 
24 

Advances-in-aid of Construction related to bankrupt developer 
Unrefunded AlAC related to bankrupt developer 

Exhibit 
Rejoinder Schedule 8-2 
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$ 374,236 
49.353 

$ 423,589 

$ 423,589 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Computation of Working Capital 

Cash Working Capital (1/8 of Allowance 
Operation and Maintenance Expense) 

Pumping Power (1/24 of Pumping Power) 
Purchased Water (1/24 of Purchased Water) 
Prepaid Expenses 

Total Working Capital Allowance 

Working Capital Requested 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

SUPPORTING SCHEDULES: 
E-1 

Exhibit 
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$ 87,231 
10,519 

$ 97,750 

$ 

Adiusted Test Year 
$ 1,735,082 

$ 40,270 
77,191 

667,321 

252,453 
$ 697,847 
$ 87,231 

RECAP SCHEDULES: 
E1 



Line 
- No. 
I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Pima UtilityCompany -Water Division 
Test Year Ended December 31.2010 

Income Statement 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Salaries and Wages - Off. and Dir. 
Employea Pensions and Benefits 
Purchased Water 
Purchased Power 
Chemicals 
Repairs and Maintenanc e 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services -Accounting 
Contractual SeMhs - Legal 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - Equipment 
Transportation Expenses 
Insurance - Vehicle 
Insurance - General Liability 
Insurance - Workeh Comp 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

Direct 
Adjusted 
Results 

$ 1,970,366 

7,261 
$ 1,977,627 

$ 220,827 
90,294 
64,900 

252,453 
16,721 

100,885 
67,321 

5,283 
3,067 

14,175 

18,737 
3,203 

44,637 
17.464 
10,840 

1,009 
3,671 

50.000 
4.766 

15.934 
686,998 
40.883 
83,350 

(27.157) 

54,797 

$ 1,845,067 
$ 132,560 

48.219 
1,254 

(203,041) 
(1,692) 

(758) 
$ (156.017)- 
$ (23.457) 
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Rebuttal Proposed Adjusted 
Adjusted Rate with Rate 

Adiustment Results Increase Increase 

0 - $ 1,970.366 $ 712,426 $ 2,682.792 

7,261 7,261 
$ - $ 1,977,627 $ 712,426 $ 2,690,054 

220.827 
40,198 
63.860 

252,453 
16,721 
71.396 
66,861 

1,381 
3.067 

14,175 
54,382 
8,925 
3,203 

44.637 
17,464 
10.840 

1.009 
3.671 

4.766 
9,580 

667.321 
40,883 
77,191 
40,270 

$ 220,827 
40,198 
63,860 

252,453 
16,721 
71.396 
66,861 

1,381 
3,067 

14,175 
54,382 
8,925 
3,203 

44,637 
17,464 
10,840 
1,009 
3,671 

4,766 
9,580 

667,321 
40,883 

9,541 86,732 
193,253 233,523 

$ (109.986) $ 1,735,082 $ 202,794 $ 1,937,876 
0 109,986 $ 242,546 $ 509,632 $ 752.178 

48,219 
1,254 

66.693 (136,349) 
(1.692) 

48,219 
1.254 

(I 36,349) 

SUPPORTING SCHEDULES: 
C-I , page 2 
E-2 

RECAP SCHEDULES: 
A- 1 
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Pima UtilityCompany -Water Division 
Test Year Ended December 31, 2010 

Adjustments to Revenues and Expenses 

Exhibit 
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tine - No. 
I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 
13 
14 
15 
18 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

Revenues 

Expenses 

Operating 
Income 

Interest 

Other 
Expense 

Income I 
Expense 

Net Income 

Revenues 

Expenses 

Operating 
Income 

Interest 
Expense 

34 Other 
35 Income/ 
36 Expense 
37 
38 Net Income 
39 
40 
41 
42 
43 
44 
45 
46 Revenues 
47 
48 Expenses 
49 
50 Operating 
51 Income 
52 
53 Interest 
54 Expense 
55 Other 
56 Income/ 
57 Expense 
58 
59 Netlncome 

Adiustments to Revenues and ExDenses 
- 1 2 2 - 4 - 5 - 6 Subtotal 

Depreciation Property Rate Case Salaries & Office Supplies Repairs & - Taxes Exoense and ExDense Maintenance ExDense 

(1 9.677) (6,167) (50,000) (51 , I  36) (460) (29,489) (I 56.929) 

19,677 6,167 50,000 51,136 460 29,489 156,929 

19,677 6,187 50,000 51,136 460 29,489 156,929 

Adiustments to Revenues and Ex~enses 
7 0 9 - 10 11 12 Subtotal 

ContGctual ContGctual ConEractuat IntenGnally Intentionally 
Services - Services - Services - Bank Len Len 

Enoineerinq Other - Fees - Blank &l& 

(3,902) (9,812) (415) (6,354) (177,413) 

3.902 9,812 415 8,354 177.41 3 

3,902 9,812 415 8,354 177,413 

- 13 14 - 15 - I 8  17 18 - Total 
Intentionally IntenZnally Intentionally lntentionalb 

Len Left Interest Income Len Left - Blank Taxes - Blank 

67,427 (109,986) 

(67.427) 1 09,986 

66,693 66.693 

66,893 (67.427) 176,878 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Acct 
- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
33 1 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustments to Revenues and Expenses 
Adjustment Number I 

Deoreciation ExDense 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs 8, Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Soflware 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 

Less: Amortization of Contributions 
Total Depreciation Expense 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues and/or Expenses 

SUPPORTING SCHEDULE 
52.  page 3 

Adjusted 
Original 
- cost 

97,637 
31 5,125 

610,601 

2,269,738 

58,255 

1,102,197 
73,937 

2,916,048 
4,724,840 

923,202 
887,381 

4,239 
28,479 
61,635 

134,506 

124,899 
238,939 

$ 14,571,659 

Proposed 
- Rates 

0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
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Expense 

10,494 

20.333 

283,717 

11,651 

24,469 
3,697 

58,321 
157,337 
76,903 
17,748 

283 
5,696 

12,327 

6,725 

6,245 
23,894 

10.00% 
$ 719,839 

Gross ClAC Amort. Rate 
$ 1,056,007 4.9733% $ (52,518) 

$ 667,321 

686,998 

(1 9,6771 

$ (1 9,677) 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Propertv Taxes 

Line 
- No. DESCRIPTION 

1 Company Adjusted Test Year Revenues - 2007 
2 Weight Factor 
3 Subtotal (Line I * Line 2) 
4 Company Recommended Revenue 
5 Subtotal (Line 4 + Line 5) 
6 Number of Years 
7 Three Year Average (Line 5 / Line 6) 
8 Department of Revenue Mutilplier 
9 Revenue Base Value (Line 7 Line 8) 
10 Plus: 10% of CWlP - 2010 
11 Less: Net Book Value of Licensed Vehicles 
12 Full Cash Value (Line 9 + Line 10 - Line 11) 
13 Assessment Ratio 
14 Assessment Value (Line 12 * Line 13) 
15 Composite Properly Tax Rate - Obtained from ADOR 
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
17 Tax on Parcels 
18 Total Property Taxes (Line 16 + Line 17) 

Test Year 
as adiusted 

$ 1,977,627 
2 

3,955,255 
1,977,627 
5,932,882 

3 
1,977,627 

2 
3,955,255 

112,708 
3,842,547 

20.0% 
768.509 

10.0442% 
$ 77,191 

$ 77,191 

Exhibit 
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Company 
Recommended 

$ 1,977,627 
1 

3,955,255 
2,690,054 
6,645,309 

3 
2,215,103 

2 
4,430,206 

112.708 
4,317,498 

20.0% 
863,500 

10.0442% 
$ 86,732 

19 Test Year Property Taxes $ 83.358 
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) f (6,167L 
21 
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 86,732 
23 Company Test Year Adjusted Property Tax Expense (Line 18) $ 77,191 

25 

27 increase in Revenue Requirement $ 712,426 
1.33923% 28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

- 

24 Increase in Property Tax Due to Increase in Revenue Requiremenl $ 9,541 

26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 9,541 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case Expense 

Line 
- No. 
1 
L 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 Increase(decrease) Rate Case Expense 
13 
14 Adjustment to Revenue and/or Expense 
15 
16 
17 
18 
19 REFERENCE 
20 See Testimony 

Annual Rate Case Expense per Direct 

Amount to include in operating expenses 

Exhibit 
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$ 50,000 

$ 

$ (50,000) 

$ (50,000) 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Salaries and Waqes - Offices and Directors 

Exhibit 
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Line 
- No. 

1 
2 Proposed Salaries and Wages for Officers and Directors $ 40,198 
3 
4 Test Year Salaries and Wages - Officers and Directors $ 90,294 
5 
6 Increase (decrease) in Salaries and Wages - officers and Directors $ (50,096) 
7 
8 ProDosed Pavroll Burden 
9 Proposed Salaries and Wages $ 40,198 
10 Burden Rate 2.085440% 
11 Proposed Payroll Burden $ 838 
12 
13 Test Year Payroll Burden 1,878 
14 
15 Increase (decrease) in Employee Pensions and Benefits $ (1,040) 
16 
17 
18 
19 Adjustment to Revenue and/or Expense 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 REFERENCE 
30 Testimony 

$ (51,136) 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Office Surwlies and Emense 

Line 
- No. 

1 
2 
3 
4 Remove coffee service expense 
5 
6 
7 
8 
9 
10 
11 Adjustment to Revenue and/or Expense 
12 
13 REFERENCEYSUPPORTNG SCHEDULES 
14 Staff Adjustment No. 4, Schedule CSB-11 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Office Supplies and Expense 

Exhibit 
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$ 460 

$ (4601 

$ (460) 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Repairs and Maintenance 

Line 
- No. 
1 
2 
3 
4 
5 Total 
6 
7 
8 
9 
10 
1 I Adjustment to Revenue and/or Expense 
12 
13 REFERENCEISUPPORING SCHEDULES 
14 
15 
16 
17 

19 
20 

Remove capitalized expenses from Repairs and Maintenance 
Normalization adjustment for tree removal costs 

Increase (decrease) in Repairs and Maintenance 

Staff Adjustment No. 3, Schedule CSB-10 

l a  

Exhibit 
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$ 21,629 
7,860 

$ 29,489 

$ (29,489) 

$ (29,489) 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Contractual Services - Enqineerinq 

Remove capitalized expenses from Contractual Services - Eng. 

Increase (decrease) in Contractual Services - Eng. 

Adjustment to Revenue andlor Expense 

REFERENCEISUPPORllNG SCHEDULES 
Staff Adjustment No. 5, Schedule CSB-12 

$ (3,902) 

$ (3,902) 

Exhibit 
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$ 3,902 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

Contractual Services - Testing 

Staff Recommended Testing Expenses 

Test Year Testing Expenses 

Increase (decrease) in Testing Expense 

$ (9,812) 

REFERENCUSUPPORING SCHEDULES 
Staff Adjustment No. 6, Schedule CSB-13 

Exhibit 
Rejoinder Schedule C-2 
Page 9 
Witness: Bourassa 

$ 8,925 

$ 18,737 

$ (9.812) 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Pima UtililyCompany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

Contractual Services - Other 

Remove expenses from Contractual Services -Other 

Increase (decrease) in Contractual Services - Other 

Adjustment to Revenue andlor Expense 

REFERENCE/SUPPORlNG SCHEDULES 
Staff Adjustment No. 7, Schedule CSB-14 

Exhibit 
Rejoinder Schedule C-2 
Page 10 
Witness: Bourassa 

41 5 

$ (41 5) 

$ (41 5) 



Pima UtilityCornpany -Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 10 

Miscellaneous Emense 

Line 
- No. 
I 
L 

J 

4 
5 
6 
7 
8 
9 
10 
11 Adjustment to Revenue and/or Expense 
12 
13 REFERENCWSUPPORTNG SCHEDULES 
14 RUCOAdjustment No. 6, Schedule RBM-15 
15 
16 
17 
18 
19 
20 

W Division bank fees recorded on Water Division's books 

Increase (decrease) in Miscellaneous Expense 

Exhibit 
Schedule C-2 
Page 11 
Witness: Bourassa 

$ 6,354 

$ (6,354) 

$ (6,354) 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,201 0 

Adjustment to Revenues and Expenses 
Adjustment Number 15 

Interest Synchronization 

Fair Value Rate Base 
Weighted Cost of Debt 
interest Expense 

Test Year Interest Expense 

increase (decrease) in Interest Expense 

Adjustment to Revenue and/or Expense 

Weiahted Cost of Debt ComDutation 

Amount Percent 
Debt $ 8.370,ooo 35.36% 
Equity $ 15,301,736 64.64% 
Total $ 23,671,736 100.00% 

Exhibit 
Rejoinder Schedule C-2 
Page 12 
Witness: Bourassa 

9,073,324 
1.50% 

$ 136,349 

$ 203,041 

(66,693) 

$ 66,693 

Weighted 
- cost - cost 

4.25% 1.50% 
10.50% 6.79% 

8.29% 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Adjustment to Revenues andlor Expenses 

Exhibit 
Rejoinder Schedule C-2 
Page 13 

Adjustment Number 16 Witness: Bourassa 
Line 
- No. 
1 Income Tax ComDutation 
2 

Test Year Adjusted 3 
4 Adjusted with Rate 
5 Results Increase 
6 Revenue $ 1,977,627 $ 2,690,054 
7 Operating Expenses Excluding Income Taxes 1,694,812 1,704,353 
8 Synchronized Interest 136,349 136,349 
9 
10 Income Before Taxes 
11 
12 Arizona Income Before Taxes 
13 

$ 146,467 $ 849,352 

$ 146,467 $ 849,352 

14 Less: Effective Arizona Income Tax $ 6,479 $ 37,573 
15 Rate = 4.4237% ’ 
16 
17 
18 
19 
20 Federal Income Before Taxes 
21 
22 Less Arizona Income Taxes 
23 
24 Federal Taxable Income 
25 
26 
27 
28 FEDERAL INCOME TAXES: 
29 Effective Federal Tax Rate = 24.1383% ’ 
30 
31 
32 
33 
34 
35 Federal Income Taxes 
36 
37 
38 Total Income Tax 
39 
40 Overall Tax Rate 
41 
42 IncomeTax 
43 
44 
45 
46 
47 ’ See work paperdtestimony 

Test Year Income tax Expense 
Adjustment to Income Tax Expense 

$ 146,467 $ 849,352 

$ 6,479 $ 37,573 

$ 139,988 $ 811,780 

$ 33,791 $ 195,950 

$ 33,791 $ 195,950 

$ 40,270 $ 233,523 

27.49% 27.49% 

$ 40,270 $ 233,523 
(27,157) 

$ 67.427 
40,270 

$ 193,253 



Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Computation of Gross Revenue Conversion Factor 

Line 
- No. DescriDtion 

1 
2 
3 Property Taxes 
4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 ' 

12 
13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3,page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Combined Federal and State Effective Income Tax Rate 

Operating Income % = 100% - Tax Percentage 

Exhibit 
Rejoinder Schedule C-3 
Page 1 
Witness: Bourassa 

Percentage 
of 

Incremental 
Gross 

Revenues 
27.494% 

0.971% 

28.465% 

71.535% 

1.3979 

RECAP SCHEDULES: 
A- 1 



Pma UtifitycCnrpmy - Waler D i b n  
TutYearEnd.dDeumWll.2010 

Totst 
P h u  

t i . s n m 7  
t 1,894,012 
t 1M.349 
t 146.467 

4.423796 
s 8.479 
s 139.983 

24.1383% 
33.791 s 

t 
s 
t 

33,791 s s 40.270 

GROSS REVENUE CONVERSION FICTOR 

VtilyCompny ~ M e r  D * h  
s i 8 e 7 7 m  
s 1,894,012 
t 138.349 t 
S 146.467 I 

t 0.479 t 
4.4237% 4.423: 

S 139.90 S 

S 33.791 
24.1383% 

t 33.791 5 
S 40270 5 

me 
- No. 

i 185.954 s 

1 Revalue 
2 UnmlkdbkFsdw(l.ine11) 
3 Revaluer61-L2) 
4 
5 s"MOw(L3-L4) 
E 

ComMned Federal and Sals lmoms Tax and Pmperly Tax M e  Bhe 23) 

Revenue C o n n n b n  Factor (L1 IL61 

J%kulafion 

Combined Federal and Slale Tax Rale (Line 17) 
me Minus C o r n e d  I n m m  Tax Rale (L7 ~ L 8  ) 

7 Unily 
8 
9 

IO UmolladiblaRme 
11 Uncolkdlbk FadOr69'LlO) 

CakuWbm o?E#ec%w T u  Rde: 
12 oprstino l n m m  Bsbra Tams (Akma T w b k  I n m m )  
13 Arizona Sale lnmme Tax Rale 
14 FederalTursblslnmms612-Ll3) 
15 Applicabk Federal lmwns Tax Rme pine 54) 
16 EMive Fedenl Inmm, Tax Rale 614 x LIS) 
17 Cwnbined Federal and Sale l n m m  Tax Rate 613 +LlE) 

M a l m  olE#ec%w Rwm'v Tax Fador 
18 Unily 
i g  com~nsd F&& and sale lncoms  ax Rate 617) 
20 One Minus C o d d  hmm Tax Rate ( L l b l l Q )  , 
21 PmpertyTuFador 
22 E W h e  Pm$erly Tax Fsdw WZOVO 
23 cnnbhad Federal and Slats I- Tax and Property Tax Rale 617+uZ 

S 185.954 S 

24 RsquiredOper~4bQInmm 
25 AdjusledTesl Year Owrmhg lnmrm Boss) 
28 Regulnd Inaease h Opemlhg Inmmo 624 - U5)  

27 Income Tuss on Rsmmrrnded Rsvenue (M. 0. L52) 
28 lnmms Taxes on Test Year R e w u e  (Col. 0.L52) 
29 Required I-e h Rewnue to Pmme fw l n c o m  Taxes 627 - L28) 
30 Remmmended Rewnue Requinmnl 
31 Umlkdibb Rate &he 10) 
32 UnmlkcWe Emense on Remmmnded Revmw W ' L 3 1 )  
33 *led Test Year UmoUeclbb B W I S a  
34 Requind Increase h R e w w  to Pmvlde for UncoltediMe EW. 

35 Property TU wwI Rsmmrrndsd R e m e  
38 Pmperty Tax on Tesl Year Rewnue 
37 Inaease h PropWy T u  DM to Inata.59 In Rev8nue 6354.30) 

38 Total Requksd Increase h Rawnue (UE + u8 + L37 

(A) 

1oo.owo9c 
O.ooW% 

lW.WOO% 
28.4652% 
71 .5348% 
1.397921 

lW.wOw( 
27.4942% 
72.5058% 
O.WW96 

O.ooW% 

lW.oWO% 
4.423796 

24.138396 
95.576396 

1 0 0 . ~ 9 6  
27.4942% 
72.5058% 

1.3392% 
0.9710% 

28.4652% 

s 752,170 
242.548 t s 508.833 

t 233,523 
t 40,270 

S 193253 

s 2,680,054 
O.WOO% 

S 
i 

t 

24.1353% 
24.1303% 
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Pima Utility Company -Water Division 
Test Year Ended December 31,2010 

Plant and Depreciation Expense Allocations Functions 
COMMODITY - DEMAND METHOD FUNCTION FACTORS 

Line 
- No. 
1 
2 DescriDtion 
3 Wells 
4 Pumps & Equipment 
5 Trans. & Dist. Mains 
6 Structures & Improv. 
7 Land 
8 Customer 
9 Services 
10 Meters 
11 Fire Hydrants 
12 Transportation Equip. 
13 Office Furniture 
14 Communication Equip. 
15 Water Treatment Equip. 
16 
17 
18 
19 
20 

- Total 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 

Demand Commoditv Customer 
0.80 0.20 
0.80 0.20 
0.90 0.10 
1 .oo 
1 .oo 

0.25 

0.25 
0.1 0 0.90 

I .oo 
1 .oo 
1 .oo 
1 .oo 
0.75 
1 .oo 
0.75 

Exhibit 
Rejoinder Schedule G-7 
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Pima Utility Company -Water Division 
Test Year Ended December 31,2010 

Cost of Service Study, Using Commodity Demand Method 
Development of Class Allocation Factors 

Exhibit 
Rejoinder Schedule G-7 
Page 3 
Witness: Bourassa 

COMMODITY ALLOCATION FACTOR DEMAND ALLOCATION FACTOR 

Meter Size 
518" x 314" 

314' 
1" 

1-112 
2" 
3" 
4" 
6" 
8" 

Irrigation 
Totals 

(a) 
Total Gallons 
(in 1,000s) 
In Test Year 

768,141 
1.511 

94,602 
7,359 

44,617 

Percent 
of 

Total 
44.27% 
0.09% 
5.45% 
0.42% 
2.57% 
0.00% 
0.00% 
0.00% 
0.000% 

818,738 47.190% 
1,734,968 100.00% 

Number 
of Meters 

Meter andlor 
Size Services 

5/8?3/4" 9,805 
314" 4 
1" 267 

1-112" 11 
2" 97 
3" 
4" 
6 
8 

Equiv- 
alent 

Weiqht 
1 .o 
1.5 
2.5 
5.0 
8.0 

16.0 
25.0 
50.0 
80.0 

Equivalent 
Number 

of Meters 
andlor 

Services 
9,805 

6 
668 
55 

776 
0 
0 
0 
0 

Percent 
of 
- Total 

83.31 % 
0.05% 
5.67% 
0.47% 
6.59% 
0.00% 
0.00% 
0.00% 
0.00% 

Irrigation 4 115.0 460 3.91% 
Totals 10,188 11,770 100.00% 

CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR fb) 

Meter 
Size 

5/8?314" 
314" 
1" 

1-112" 
2" 
3" 
4" 
6 
8 

Irrigation 
Totals 

Meter 
Size 

518" x 314" 
314" 
1" 

1-112" 
2" 
3" 
4" 
6 
8" 
Io" 

Totals 

Number 
of Meterq 

9,805 
4 

267 
11 
97 

Percent 
of 

Total 
96.24% 
0.04% 
2.62% 
0.11% 
0.95% 
0.00% 
0.00% 
0.00% 
0.00% 

4 0.04% 
10,188 100.00% 

METER ALLOCATION FACTOR Ib) 

Number 
of Meters 

9,805 
4 

267 
11 
97 
0 
0 
0 
0 

Meter 
- cost 

$ 155.00 
255.00 
315.00 
525.00 

1,890.00 
2,545.00 
3,645.00 
6,920.00 
6,920.00 

Weighted 
Dollars 

of Meters 
1,519,775 

1,020 
84,105 
5,775 

183,330 
0 
0 
0 
0 

Meter 
Sue 

518?314" 
314" 
1" 

1-112" 
2" 
3" 
4" 
6 
8 

Number 
of 

Services 
9,805 

4 
267 

11 
97 
0 
0 
0 
0 

Install- 
ation 
cost 

$ 445.00 
445.00 
495.00 
550.00 
830.00 

1,165.00 
1,670.00 
2,330 .OO 
2,330.00 

Weighted 
Number 
Services 
4,363,225 

1,780 
132,165 

6,050 
80,510 

0 
0 
0 
0 

Percent 
of 

Total 
95.00% 
0.04% 
2.88% 
0.13% 
1.75% 
0.00% 
0.00% 
0.00% 
0.00% 

Irrigation 4 2,330.00 9,320 0.20% 
Totals 10,188 4,593,050 100.00% 

Percent 
of - Total 

83.43% 
0.06% 
4.62% 
0.32% 

10.06% 
0.00% 
0.00% 
0.00% 
0.00% 

4 6,920.00 27,680 1.52% 
10,188 1,821,685 100.00% 

(a) lndudes customer and gallon sold annualition. 
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of February 21,2008 

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and 
meter is based on costs allowed for a compound meter installation. 
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Pima Utility Company 

Thomas Bourassa Direct Testimony 
(Rate Base) 

er Divis 
Schedules 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

computation of Increase in Gross Revenue 
Requirements As Adjusted 

Exhibit 
Rejoinder Schedule A-I 
Page 1 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Fair Value Rate Base $ 9,832,800 

517,362 

5.26% 

$ 815,139 

8.29% 

$ 297,777 

1.3979 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement $ 416,275 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

$ 3,096,775 
$ 416,275 
$ 3,513,050 

13.44% 

Customer 
Classification 
{Residential Commercial, Irrisation) 
518x314 Inch Residential 
1 Inch Residential 

Present Proposed Dollar Percent 
Increase Rates Rates Increase 

$ 2,658,546 $ 3,044,035 $ 385,489 14.50% 
145,477 166,571 21,094 14.50% 

518x314 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 

6,410 7,339 929 14.50% 
$ 1,272 $ 1,456 184 14.50% 

16,909 19,361 2,452 14.50% 
12,672 14,509 1,837 14.50% 

11 5,770 132,557 16,787 14.50% 

Effluent 121,512 109,907 (1 1,605) -9.55% 

Revenue Annualization 13,363 11,981 (1,382) -10.34% 

$ 3,091,931 $ 3,507,716 $ 41 5,785 13.45% Subtotal 

Other Water Revenues 
Reconciling Amount 
Rounding 
Total of Water Revenues 

6,030 6,030 0.00% 
(1,186) (6%) 490 -41.32% 

0.00% 
$ 3,096,775 $ 3,513,050 $ 416,275 13.44% 

SUPPORTING SCHEDULES: 
B-1 
c-1 
c-3 
H-1 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

- Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes & Credits 

plus: 

Prepayments 
Materials and Supplies 
Allowance for Cash Working Capital 

Total Rate Base 

SUPPORTING SCHEDULES: 
5 2  
B-3 
8-5 
E-I 

Original Cost 
Rate base 

$ 22,039,554 
11,503,741 

$ 10,535,813 

(0) 

1,281 ,I 06 

(578,093) 

$ 9,832,800 

Exhibit 
Rejoinder Schedule B-1 
Page 1 
Witness: Bourassa 

Fair Value 
Rate Base 

$ 22,039,554 
11,503,741 

$ 10,535,813 

1,281,106 

(578,093) 

.$ 9,832,800 



Exhibit 
Rejoinder Schedule 6-2 
Page 1 
Witness: Bourassa 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Original Cost Rate Base Proforma Adjustments 

Adjusted 
at end 

Proforma of 
Adiustment Test Year 

(1 5,465) $ 22,039,554 

Actual 
at 

End of 
Test Year 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Gross Utility 
Plant in Service $ 22,055,018 

Less: 
Accumulated 
Depreciation 11,546,833 (43,092) 11,503,741 

Net Utility Plant 
in Service $ 10,535,813 $ 10,508,186 

Less: 
Advances in Aid of 
Construction 285,313 (285,313) 

Contributions in Aid of 
Construction - Gross 937,694 343,412 

(578,093) 

1,281 , 1 06 

(578,093) Accumulated Amortization of ClAC 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

Plus: 

Prepayments 
Materials and Supplies 
Allowance for Cash Working Capital 

$ 9,832,800 Total $ 9,863,272 

RECAP SCHEDULES: 
B-1 

SUPPORTING SCHEDULES: 
B-2, pages 2 
E-1 
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Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

6-2 Adjustment 1 - A  
Capitalized Expenses 

Line Plant 
No. Acct Description Amount 
1 371 .I Pumping Equipment - Lift Stations $ 9,179 
2 380 Treatment & Disposal Equipment 13,212 
3 
4 
5 Total $ 22,391 

6 
7 
8 Increase in Plant-in-Service $ 22,391 

9 
10 
11 
12 
13 
14 
15 
16 Reference/SuDDortina Schedule 
17 Staff Rate Base Adjustment No. 2, Schedule CSB-4 
18 
19 
20 
21 
22 
23 
24 
25 

Exhibit 
Rejoinder Schedule 8-2 
Page 3.1 
Witness: Bourassa 



Line Plant 
No. & 
1 371.1 
2 371.3 
3 375 
4 393 
5 
6 
7 
8 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

8-2 Adjustment 1 - B 
Prior Rate Case Plant 

Description 
Pumping Equipment - Lift Stations 
Pumping Equipment - Recharge Wells 
Reuse Transmission and Distribution 
Tools, Shop 8, Garage Equipment 

Total 

9 Increase in Plant-in-Service 
10 
11 
12 
13 
14 
15 
16 
17 ReferenceISuDDortinQ Schedule 
18 RUCO Rate Base Adjustment No. 1, Schedule TJC-3 
19 
20 
21 
22 
23 
24 
25 
26 

Amount 
$ (22,507) 

(10,665) 
(3,260) 
(1,423) 

$ (37,856) 

$ (37,856) 

Exhibit 
Rejoinder Schedule 8-2 
Page 3.2 
Witness: Bourassa 
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Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

Plant 
Acct 
371 . I  
380 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

6-2 Adjustment 2 - A 
Depreciation Related to Capitalized Expenses 

Descrbtion Amount 
Pumping Equipment - Lift Station $ 9,179 
Treatment i3 Disposal Equipment 13,212 

Total 

Increase in Accumulated Depreciation 

ReferenceISuDDortina Schedule 
RUCO Rate Base Adjustment No. 3, Schedule TJCS 

Exhibit 
Rejoinder Schedule 6-2 
Page 4.1 
Witness: Bourassa 

Depr 
Rate Years DeDreciation 
10.00% 0.5 $ 459 
5.00% 0.5 330 

0.5 

- -  

$ 789 

$ 789 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

B-2 Adjustment 2 - B 
Prior Rate Case Plant 

Line Plant 
No. Acct DescriDtion Amount 

1 371.1 Pumping Equipment - Lift Stations $ (28,400) 
2 371.3 Pumping Equipment - Recharge Wells (1 2,973) 

4 393 Tools, Shop & Garage Equipment (1,423) 
5 
6 Total $ (43,920) 
7 
8 
9 Increase in Plant-in-Service $ (43,920) 
10 
11 
12 
13 
14 
15 
16 
17 ReferenCe/SUDDOItinCl Schedule 
18 RUCO Rate Base Adjustment No. 1, Schedule TJC-3 
19 
20 
21 
22 
23 
24 
25 
26 

3 375 Reuse Transmission and Distribution (1,123) 

Exhibit 
Rejoinder Schedule 8-2 
Page 4.2 
Witness: Bourassa 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,201 0 

8-2 Adjustment 3 
Reclassify AlAC to ClAC 

Line 
No. 
1 
2 
3 
4 Total 
5 
6 
7 Increase (Decrease) in AlAC 
8 
9 
10 Increase (Decrease) in ClAC 
11 
12 
13 
14 
15 ReferencelSuDDortina Schedule 
16 RUCO Rate Base Adjustment No. 2, Schedule TJC-5 
17 
18 
19 
20 
21 
22 
23 
24 

Advances-in-aid of Construction related to bankrupt developer 
Unrefunded AlAC related to bankrupt developer 

Exhibit 
Rejoinder Schedule 8-2 
Page 5 
Witness: Bourassa 

$ 285,313 
58,099 

$ 343,412 

$ (285,313) 

$ 343,412 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Pima UtilityCompany -Wastewater Division Exhibit 
Rejoinder Schedule 6-5 
Page I 
Witness: Bourassa 

Test Year Ended December 31,201 0 
Computation of Working Capital 

Cash Working Capital (118 of Allowance 
Operation and Maintenance Expense) $ 145,812 

5,597 Pumping Power (1/24 of Pumping Power) 
Purchased Water (1/24 of Purchased Water) 

Total Working Capital Allowance $ 151,409 

Working Capital Requested $ 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

SUPPORTING SCHEDULES: 
E- 1 

Adiusted Test Year 
$ 2,579,413 

$ 140,153 
124,635 

1,013,793 

134,337 
$ 1,166,495 
$ 145,812 

RECAP SCHEDULES: 
B- 1 



Pima UtilityCompany -Wastewater Division Exhibit 

Line 

1 
2 
3 
4 
5 
6 
7 

9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

N% 

8 

Test Y&r Ended-December 31,2010 
Income Statement 

Revenues 
Flat Rate Revenues 
Metered Revenues 
Other Revenues 

Operating Expenses 
Salaries and Wages 
Salaries and Wages - Off. and Dir. 
Employee Pensions and Benefits 
Purchased Power 
Chemicals 
Materials and Supplies 
office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services - Accounting 
contractual Services - Legal 
Contractual Services - Other 
Contractual Services - Water Testing 
Rents - Equipment 
Transportation Expenses 
Insurance - Vehide 
Insurance -General Liability 
Insurance - Workeh Comp 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Amortization of Deferred Operating Costs 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 
GainlLoss Sale of Fixed Assets 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTiNG SCHEDULES: 
C-1 , page 2 
E-2 

Test Year 
Book 

&&& 

2.~,389 
93.356 
6,030 

$ 3,096,775 

$ 345.644 
90,294 
115,720 
134,337 
84,059 
184,532 
188,906 
20,305 
3.067 
108 

61.500 
15,729 
698 

3,067 
20,916 

222 

50,000 

2,174 
1,010,700 
62,925 
10.449 
125,916 

28.808 

9,509 

85,405 

$ 2,654,991 
$ 441,784 

97 
52 

(220,131) 
(1,639) 

Rejoinder Schedule C-I 
Page I 
wltness: Bourassa 

Test Year Proposed Adjusted 
with Rate Adjusted Rate 

Adiustment Results Increase Increase 

$ - s 2,997,389 $ 416,275 s 3,413,664 
93,356 93,356 
6,030 6,030 

8 - $ 3,096,775 $ 416,275 $ 3,513,050 

- $  
(50,096) 
(1,040) 

(22,391) 
(460) 

(19,524) 

(7.138) 
12.157 

(50,000) 

6,354 
3,093 

(1,281) 
54,748 

345.644 
40,198 
114,680 
134,337 

162,141 
188,446 

781 
3.067 
108 

54,362 
27,886 
698 

28,808 
3,067 
20.916 
222 

84.059 

9.509 

1,013,793 
62,925 
10,449 
124.635 
140.153 

8,528 

$ 345,644 
40,198 
114,680 
134,337 
84,059 
162,141 
188.446 

781 
3.067 
108 

54,362 
27.886 
698 

3,067 
20.916 
222 

28,808 

9,509 
8,528 

1,013,793 
62,925 
10.449 

5.581 130,216 
112,917 253,070 

$ (75,578) $ 2,579,413 $ 118,498 $ 2,697,911 
8 75,578 $ 517.362 $ 297.777 $ 815,139 

97 
52 

72,370 (1 47,762) 
(1.639) 

97 
52 

(147.762) 
(1.639) 

$ (221.621) $ 72.370 $ (149.251) $ - $ (149,2511 
$ 220,163 

RECAP SCHEDULES: 
A- 1 
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Line 
- No. 

1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 Other 
14 Income/ 
15 Expense 
16 
17 Netlncome 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 Interest 
33 Expense 
34 Other 
35 Income/ 
36 Expense 
37 
38 Netlncome 
39 
40 
41 
42 
43 
44 
45 
46 Revenues 
47 
48 Expenses 
49 
50 Operating 
51 Income 
52 
53 Interest 
54 Expense 
55 Other 
56 Income/ 
57 Expense 
58 
59 Net Income 

Pima UtilityCornpany -Wastewater Division 
Test Year Ended December 31, 2010 

Adjustments to Revenues and Expenses 

Exhibit 
Rejoinder Schedule C-2 
Page 1 
Witness: Bourassa 

Adiustments to Revenues and Exoenses 
1 2 3 - 4 - 5 Subtotal 

Depreciation Properly Rate Case Salaries & Office Supplies Materials 
ExDense Taxes ExDense and ExDense and Sumlies 

3,093 (1,281) (50,000) (51 .I 36) (460) (22,391) (122,175) 

(3.093) 1,281 50,000 51,136 460 22,391 122,175 

Adiustments to Revenues and Exoenses 
z 8 9 - 10 11 12 Subtotal 

Contractual ContGctuat Contractual tntentionatiy Intentionally 
Services - Services - Services - Bank Len Len 

Enoineerinq Other - Fees - Blank 

(I 30,326) (19,524) 12,157 (7.138) 6,354 

19,524 (12,157) 7,138 (6,354) 130.326 

- 13 
Intentionally 

Left 

Adiustments to Revenues and Exoenses 
14 15 - 16 - 17 10 - Total 

tntentionatty Intentionally Intentionally 
Left Left Interest Left - Blank Svncrhronization Income tax - Blank 

54.748 (75.578) 

(54.748) 75,578 

72.370 72,370 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustments to Revenues and Expenses 
Adjustment Number I 

Depreciation &Dense 

Line 
- No. 

1 
2 
3 Acct. 
4 No. Description 
5 351 Organization cost 
6 352 Franchisecost 
7 353 Land and Land Rights 
8 354 Structures & Improvements 
9 355 Power Generation Equipment 
10 360 Collection Sewers - Force 
11 361 .I Collection Sewers - Gravity 
12 361.2 Manholes 8 Cleanouts 
13 362 Special Collecting Structures 
14 363 Servcies to Customers 
15 364 Flow Measuring Devices 
16 365 Flow Measuring Installations 
17 366 Reusesewices 
18 367 Reuse Meters and Meter Installations 
19 370 Receiving Wells 
20 371.1 Pumping Equipment - Lift Stations 
21 371.2 Other Pumping Equipment 
22 371.3 Pumping Equipment - Recharge Wells 
23 374 Reuse Distribution Reserviors 
24 375 Reuse Transmission and Distribution 
25 380 Treatment & Disposal Equipment 
26 381 Plantsewers 
27 382 Outfall Sewer Lines 
28 389 Other Plant 8 Misc Equipment 
29 390 Office Furniture & Equipment 
30 390.1 Computers 8 Software 
31 391 Transportation Equipment 
32 392 Stores Equipment 
33 393 Tools, Shop 8 Garage Equipment 
34 394 Laboratory Equipment 
35 395 Power Operated Equipment 
36 396 Communication Equipment 
37 397 Miscellaneous Equipment 
38 398 Other Tangible Plant 
39 Post-in-service AFUDC 
40 
41 TOTALS 
42 
43 
44 Less: Amortization of Contributions 
45 Total Depreciation Expense 
46 
47 
48 
49 
50 
51 
52 
53 SUPPORTING SCHEDULE 
54 52,page3 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues andlor Expenses 

Adjusted 

- cost 

91,528 
250,433 

97,523 
3,854,512 
1,791,722 

632,249 

226,251 
1,530,818 

103,441 
1,425,535 

134,184 
9,897,283 

972,509 
6,529 

10,884 
21,830 

154,777 
1,993 

0 
118,828 

71 6,722 

$ 22,039,554 

Gross ClAC 
$ 1,281,106 

Proposed 
Rates 

0.00% 

Exhibit 
Rejoinder Schedule C-2 
Page 2 
Witness: Bourassa 

0.00% 
0.00% 
3.33% 
5.00% 
2.00% 
2.00% 
2.00% 
2.00% 
2.00% 

10.00% 
10.00% 
2.00% 
8.33% 
3.57% 

10.00% 
10.00% 
10.00% 
2.50% 
2.00% 
5.00% 
5.00% 
3.33% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 

10.00% 
10.00% 
5.00% 

10.00% 
10.00% 
10.00% 
4.52% 

Depreciation 
Expense 

8,339 

1,950 
77,090 
35,834 

12,645 

8,077 
153,082 
10,344 

142,554 

2,684 
494,864 

64,866 
435 

2,177 

15,478 
199 

0 
1 1,883 

32,396 

$ 1,074,898 

Amort. Rate 
4.7698% $ (61,106)- 

$ 1,013,793 

1,010,700 

3,093 

$ 3,093 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,201 0 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Propertv Taxes 

Line 
- No. DESCRIPTION 

1 Company Adjusted Test Year Revenues - 2007 
2 Weight Factor 
3 Subtotal (Line 1 Line 2) 
4 Company Recommended Revenue 
5 Subtotal (Line 4 + Line 5) 
6 Number of Years 
7 Three Year Average (Line 5 I Line 6) 
8 Department of Revenue Mutilplier 
9 Revenue Base Value (Line 7 Line 8) 
10 Plus: 10% of CWlP - 2010 
11 Less: Net Book Value of Licensed Vehicles . 
12 Full Cash Value (Line 9 + Line I O  - Line 11) 
13 Assessment Ratio 
14 Assessment Value (Line 12 Line 13) 
15 Composite Property Tax Rate - Obtained from ADOR 
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
17 Tax on Parcels 
18 Total Property Taxes (Line 16 + Line 17) 
19 Test Year Property Taxes 
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) 
21 
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
23 Company Test Year Adjusted Property Tax Expense (Line 18) 
24 Increase in Property Tax Due to Increase in Revenue Requiremenl 
25 

Test Year 
as adiusted 

$ 3,096,775 
2 

6,193,550 
3,096,775 
9,290,325 

3 
3,096,775 

2 
6,193,550 

3,971 

6,197,521 
2O.OYo 

1,239,504 
10.0552% 

$ 124,635 

$ 124,635 
$ 125,916 
5 (1,281) 

26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
27 Increase in Revenue Requirement 
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Exhibit 
Rejoinder Schedule C-2 
Page 3 
Wfiness: Bourassa 

Company 
Recommended 

$ 3,096,775 
2 

6,193,550 
3,513,050 
9,706,600 

3 
3,235,533 

" 
1 

6,471,066 
3,971 

6,475,038 
20.0% 

1,295,008 
10.0552% 

$ 130,216 

$ 130,216 
$ 124,635 
5 5,581 

$ 5,581 
$ 416,275 

1.34070% 



Pima UtilityCompany -Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case ExDense 

- No. 
I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 Increase(decrease) Rate Case Expense 
13 
14 Adjustment to Revenue andlor Expense 
15 
16 
17 
18 
19 REFERENCE 
20 See Testimony 
21 

Annual Rate Case Expense per Direct 

Amount to include in operating expenses 

$ 50,000 

$ 

$ (50,000) 

$ (50,000) 

Exhibit 
Rejoinder Schedule C-2 
Page 4 
Witness: Bourassa 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Salaries and Waqes - Offices and Directors 

Exhibit 
Rejoinder Schedule C-2 
Page 5 
Witness: Bourassa 

Line 
- No. 

1 
2 Proposed Salaries and Wages for Officers and Directors $ 40,198 
3 
4 Test Year Salaries and Wages - Officers and Directors $ 90,294 
5 
6 Increase (decrease) in Salaries and Wages - Officers and Directors $ (50,096) 
7 
8 
9 Proposed Pavroll Burden 
10 Proposed Salaries and Wages $ 40,198 
11 Burden Rate 2.085440% 
12 Proposed Payroll Burden $ 838 
13 
14 Test Year Payroll Burden 1,878 
15 
16 
17 
18 
19 

.20 

Increase (decrease) in Employee Pensions and Benefits $ (1,040) 

21 Adjustment to Revenue andlor Expense $ (5 1 I 136) 
22 
23 
24 
25 REFERENCE 
26 See Testimony 
27 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Office Supdies and ExDense 

Line 
- No. 

1 
2 
3 
4 Remove coffee servie expense 
5 
6 
7 
8 
9 
10 
11 Adjustment to Revenue and/or Expense 
12 
13 REFERENCWSUPPORTING SCHEDULES 
14 Staff Adjustment No. 4, Schedule CSB-I2 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Ofice Supplies and Expense 

Exhibit 
Rejoinder Schedule C-2 
Page 6 
Witness: Bourassa 

$ 460 

$ (460) 

$ (460) 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Exhibit 
Rejoinder Schedule C-2 
Page 7 
Witness: Bourassa 

Materials and Supplies Expense 

Line 
- No. 
1 
2 
3 Remove capitalized expenses from Material and Supplies expense $ 22,391 
4 
5 Total $ 22,391 
6 
7 
8 
9 
10 
11 Adjustment to Revenue and/or Expense 
12 
13 REFERENCESUPPORTING SCHEDULES 
14 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Materials and Supplies 

Staff Adjustment No. 3, Schedule CSBl I 

$ (22,391) 

$ (22,391) 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Contractual Services - Emineering 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 Adjustment to Revenue andlor Expense 
11 
12 REFERENCEISUPPORTING SCHEDULES 
13 Staff Adjustment No. 5, Schedule CSB-I3 
14 
15 
16 
17 
18 
19 
20 

Remove capitalized expenses from Contractual Services - Eng. 

Increase (decrease) in Contractual Services - Eng. 

Exhibit 
Rejoinder Schedule C-2 
Page 8 
Witness: Bourassa 

$ 19,524 

$ (19,524) 

$ ( 19,524) 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

Contractual Services -Testing 

Line 
- No. 

1 
2 Staff Recommended Testing Expenses 
3 
4 Test Year Testing Expenses 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 REFERENCElSUPPORTlNG SCHEDULES 
17 Staff Adjustment No. 7, Schedule CSB-15 
18 
19 
20 

Increase (decrease) in Testing Expense 

Exhibit 
Rejoinder Schedule C-2 
Page 9 
Witness: Bourassa 

$ 27,886 

$ 15,729 

$ 12,157 

$ 12,157 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

Contractual Services - Other 

Line 
__ No. 

1 
2 IDABond Fees 
3 Bonuses 
4 Total 
5 
6 
7 
8 
9 
10 Adjustment to Revenue andlor Expense 
11 
12 REFERENCWSUPPORTING SCHEDULES 
13 Staff Adjustment No. 6, Schedule CSB-14 
14 
15 
16 
17 
18 
19 
20 

Increase (decrease) in Contractual Services - Other 

Exhibit 
Rejoinder Schedule C-2 
Page 10 
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$ 6,700 
438 

7,138 

$ (7,1382 

$ (7,138) 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and Expenses 
Adjustment Number 10 

Miscellaneous Expense 

Bank fees recorded on Water Division's books 

Increase (decrease) in Miscellaneous Expense 

Adjustment to Revenue andlor Expense 

REFERENCElSUPPORTlNG SCHEDULES 
RUCO Adjustment No. 6, Schedule TJC-14 

Exhibit 
Schedule C-2 
Page 11 
Witness: Bourassa 

$ 6,354 

$ 6,354 

$ 6,354 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

i a  

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,201 0 

Adjustment to Revenues and Expenses 
Adjustment Number 16 

Interest Synchronization 

Fair Value Rate Base 
Weighted Cost of Debt 
Interest Expense 

Test Year Interest Expense 

Increase (decrease) in Interest Expense 

Adjustment to Revenue and/or Expense 

Weiahted Cost of Debt Comwtation 

Amount Percent 
Debt .$ a,370,0oo 35.36% 
Equity $ 15,301,736 64.64% 
Total $ 23,671,736 100.00% 

$ 

Exhibit 
Rejoinder Schedule C-2 
Page 12 
Witness: Bourassa 

9,832,800 
1.50% 

$ 147,762 

$ 220,131 

(72,370) 

!2 72.370 

Weighted 
Cost - Cost 

4.25% 1.50% 
10.50% 6.79% 

8.29% 



Line 
- No. 
I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Adjustment to Revenues and/or Expenses 
Adjustment Number 17 

Income Tax Computation 

Test Year 
Adjusted 
Results 

Revenue $ 3,096,775 
Operating Expenses Excluding Income Taxes 2,439,260 

147,762 Synchronized Interest 

Income Before Taxes $ 509,753 

Arizona Income Before Taxes $ 509.753 

Exhibit 
Rejoinder Schedule C-2 
Page 13 
Witness: Bourassa 

Less: Effective Arizona Income Tax $ 22.550 
Rate = 

Federal Income Before Taxes 

Less Ariiona Income Taxes 

Federal Taxable Income 

FEDERAL INCOME TAXES: 
Effective Federal Tax Rate 

Federal Income Taxes 

Adjusted 
with Rate 
Increase 

$ 3,513,050 
2,444,841 

147,762 

$ 920,447 

$ 920,447 

$ 40,718 
4.42% ' 

$ 509,753 $ 920,447 

$ 22,550 $ 40,718 

$ 879,730 $ 487,203 

Total Income Tax 

Overall Tax Rate 

Income Tax 
Adjusted Test Year Income tax Expense 
Adjustment to Income Tax Expense 

24.14% ' $ I 17,603 

' See work papersltestimony 

$ 117,603 

$ 140,153 

27.49% 

$ 140,153 
85,405 

$ 54,748 

$ 212,352 

$ 212,352 

$ 253,070 

27.49% 

$ 253,070 
140:153 

$ 112,917 



Pima UtilityCompany - Wastewater Division 
Test Year Ended December 31,2010 

Computation of Gross Revenue Conversion Factor 

Exhibit 
Rejoinder Schedule C-3 
Page I 
Witness: Bourassa 

Line 
- No. Description 

1 Combined Federal and State Effective Income Tax Rate 
2 
3 Property Taxes 
4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 
12 
13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 G3,page2 
27 
28 
29 
30 
32 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Operating Income % = 100% -Tax Percentage 

Percentage 
of 

Incremental 
Gross 

Revenues 
27.4942% 

0.9721% 

28.4663% 

71 5337% 

1.3979 

RECAP SCHEDULES: 
A- 1 



P i a  VtifityCompany -Wartemt.r Division 
Test Year Ended December 11.~010 

Line 
D W w n  

C8kulathn Of Gma R emus  Comwsbn F m  
1 Revmue lW.w009( 
2 UncolleciMeFador(Linsl1) O . W %  

5 SUblOIal (L3 ~ L4) 

lGQ.WW% 
26.4653% 
71.5337% 
1.361942 

3 Revenues(L1-LZ) 
4 

6 

Combined Fedenl and stata In- Tax and Property Tax Rate (Lie 23) 

Revsnw Conversion Facior (L4 I U) 

CahWafiW, of Lhmik&wo Fau (y: 

7 Unity 
8 Combined Federal and stale Tax Rala (Line I 7) 
9 One Minus comined lnmm Tax Ram 6 7  -L8 ) 
10 UnmllediblaRate 
11 Unmkdibla FaUw(L9'LlO) 

Cakuf?tion of EKeciiw Tex Rafe: 
12 Operatino lnmma Bafore Tams W o n a  T a & i e  lnmme) 
13 Amhona slate Inmw Tax Rate 

15 Ap@icabta Fsderal hana Tax Rate (Line 54) 
16 ELc(iveFedsnllmomsTaxRate(Ll4xL15) 
17 combhed Federal and state lnmme Tax Rale 618 +L16) 

14 FederalTaxaMe lnmms(L12-LI3) 

Caicvl- ol Efecfiw Rm&v Tax Fsdp- 
18 un*, 
19 Combhed Federal and state lnmme Tax Rate R l n  

IGQ.00009( 
4.4237% 

95.5763% 
24.1383% 
23.0705% 

lW.wOo% 
27.4942% 

27.4942% 

.~ I 
72.5050% 
1.3407% 

20 One Minus COnbiMd lnmme Tax Rate (Llbll0) 
21 PmpertyTaxFMw 
22 ErrcUvePmpertyTaxF.dor(LZO.L21) 
23 Combined Federal and Slala lnonne Tax and Property Tax Rete (L17+UZ 

0.9721% 
28.4653% 

24 RequiredOpera(irglnmms 
25 MjusiedTest Year openling lnmma 
26 Required lncresSe h In- (U4 - U 5 )  

27 lnmm Taxes on RemmmndeQ Re~rme (col. @, L52) 
28 I- Taxes on Test Year Rewnue (Cci. 0. U2) 
28 Required lncrress h Revenue to Probide for Incane Taxes 627.  US) 

30 Reawnnandd Rannus Requiremnt 
31 unmkdibk Rate &he to) 
32 UnmUediMe m e  on Recmmendsd Revenue 630 * L31) 
33 Adjusted Test Year Unmlsd(Me Expense 
34 Required h Revenua to Rovide for UnmyBdiMB w. 
35 P r o p l y  Taxwkh Remmnandsd Revenue 
36 Property Tax on Test Year Rawwe 
37 InacvW in Property T a x h e  to IIKIFw m Rewnw (L3X36) 

38 Total Requid Imrsase in Revenue (us + U9 + U T  

~ & ! & & & q  

Opantino E%pelIw E x d u d i i  lnmm TaEs 
39 Rewnue 
40 
41 Syndwmizadkdwat(l.58) 
42 Arizona T a b l a  I- (L30 - L40 - L41) 
43 Arirona Sate EOH, I- Tax Rate (sse paps) 
U Arho~M InmmS T U  (L42 x W) 
45 Federal T m k  lnmme 642 - LU) 
48 Effedh Tax Rate (see work ppsrr) 
47 Fedasl I- Tax (L45 xL46) 
48 
49 
50 
51 Total Fedusl lnmme Tax 
52 ComUned Federnland Slate lnmme Tax (L35 + L42) 

I 615.139 
s 517.362 

I 297.171 

5 253.070 
I 140.153 

S 112.917 

* 3.513.OM 
O . w o M (  

t 
5 

I 

I 130.216 
I 124.635 

I 5.581 

I 416,275 

I 117.803 I 117,603 $ 
I 140,153 I I 140,153 1 5 

m A 

24.1363% 

r I NIA I 
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My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

I. 

Q* 
A. 

Q* 
A. 

Q* 

A. 

Q* 

A. 

[I. 

Q. 
4. 

I am testifying on behalf of the applicant, Pima Utilities Company (“Pima” or the 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE? 

“Company”). 

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECI 

AND REBUTTAL TESTIMONY ON RATE BASE, INCOME STATEMENT 

REVENUE REQUIREMENT AND RATE DESIGN IN THIS CASE? 

Yes. My background and qualifications are discussed in my direct testimony or 

those aspects of the case. 

DID YOU ALSO PREPARE DIRECT AND REBUTTAL TESTIMONY ON 

COST OF CAPITAL ON BEHALF OF PIMA IN THIS CASE? 

Yes, I also provided direct and rebuttal testimony on the cost of capital in this case. 

SUMMARY OF REJOINDER TESTIMONY AND THE PROPOSED COST 
OF CAPITAL FOR THE COMPANY 

A. Summary of Company’s Reioinder Recommendation 

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS? 

No. I updated my cost of capital analysis in my rebuttal testimony filed on 

April 27, 2012. I updated my cost of capital in my rebuttal testimony because of 

the significant period of time between the Company’s direct filing and its rebuttal 

filing. I did not feel the need to provide an additional update at this time as my 

rebuttal update is less than 1 month old. 

1 
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F E N N E M O R E  CRAIG 
A PROFESSIONAL CORPORATlON 

PHOENIX 

Q- 

A. 

Q. 

A. 

P 

DEBT AND EQUITY, AND YOUR RECOMMENDED REJOINDER RATE 

OF RETURN ON RATE BASE. 

I continue to recommend a cost of equity of 10.50 percent based on my most recen 

cost of capital analysis. The results of my cost of capital analysis can be found ir 

my rebuttal testimony.’ The Company’s recommended capital structure consists o 

approximately 35.4 percent debt and 64.6 percent common equity as shown or 

Rejoinder Schedule D-1. The Company’s recommended cost of debt is 4.25 

percent. Based on the Company’s recommended cost of equity, cost of debt anc 

capital structure, the Company’s weighted cost of capital (“WACC”) is 

8.29 percent, as shown on Rejoinder Schedule D- 1. 

B. 

PLEASE SUMMARIZE THE COST OF DEBT AND EQUITY 

RECOMMENDED BY STAFF AND RUCO, AND THEIR RESPECTIVE 

RECOMMENDATIONS FOR THE RATE OF RETURN ON FAIR VALUE 

RATE BASE. 

Summary of the Recommendations of Staff and RUCO 

Staff has updated its cost of capital analysis in its surrebuttal testimony and now 

recommends a cost of equity of 9.4 percent based on the average cost of equity 

produced by its DCF and CAPM modek2 Staff also now recommends a capital 

structure consisting of approximately 3 5.4 percent debt and 64.6 percent e q ~ i t y . ~  

Based on Staffs recommended capital structure, Staff determined the WACC for 

Pima to be 7.6 p e r ~ e n t . ~  

See Rebuttal Testimony of Thomas J. Bourassa - Cost of Capital (“Bourassa COC Rb.”) at 2. 
See Surrebuttal Testimony of John A. Cassidy at 2. 
Id. at 3. 

I 

1 

‘ Id. 

2 
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A PROPISSIONAL CORPORATIO~( 

PHorwlx  

Q. 

A. 

Q* 
A. 

RUCO still recommends a cost of equity of 9.4 p e r ~ e n t . ~  RUCO i 

recommending a capital structure of 35.4 percent debt and 64.6 percent equity. 

RUCO’s recommended cost of debt is 4.25 percent. Based on RUCO’ 

recommended capital structure, RUCO computed a WACC of 7.6 p e r ~ e n t . ~  

C. 

ON PAGE 14 OF HIS SURREBUTTAL TESTIMONY, MR.RIGSB’J 

Responses to RUCO Surrebuttal Testimonv 

POINTS OUT THAT YOU DID NOT INCLUDE MIDDLESEX WATER Ir 

YOUR COMPUTATION OF THE AVERAGE PROJECTED RETURN? 

FOR THE SAMPLE WATER UTILITIES. PLEASE RESPOND. 

I did not include Middlesex Water Company (MSEX) in the average and this wa: 

an oversight. In the past, VuZue Line did not provide this information for MSEX 

However, as you will note in Mr. Rigsby’s Attachment A, the projected long-tern 

book return for MSEX is 11.0 percent. Inclusion of MSEX in the averagc 

computed in my rebuttal testimony would result in an average return of 10.t 

percent, which Mr. Rigsby does not mention. 

WHAT ABOUT AMERICAN WATER WORKS COMPANY? 

Neither Mr. Rigsby nor I include American Water Works Company (AWK) in the 

respective proxy groups used in our cost of capital analyses. The primary reason I 

do not include AWK is that it went public in 2006 and there isn’t enough historical 

earnings information yet to provide a reliable and meaningful basis for use in my 

analysis. I suspect that eventually I will include AWK but I should note that AWK 

is the largest water company in the United States, nearly 4 times larger than Aqua 

America (WTR) in terms of both annual revenues and net plant. See Rejoinder 

See Surrebuttal Testimony of William A. Rigsby at 1 1 .  
Id. at 13. 
Id. at 14. 
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A PROfESSIONAI CORSORITlON 

PHOENIX 

Exhibit TJB-COC-RJ1. In my view, AWK’s massive size makes it even less 

relevant to small utilities like Pima. That said, the projected long-term return for 

AWK is 9.5 percent, as Mr. Rigsby noted.* Including AWK in the computation o 

the long-term averaged projected return would still result in a return that is ove 

10.4 percent. Mr. Rigsby doesn’t disclose this either. Instead, Mr. Rigsby point! 

out that the Value Line Water Industry long-term composite return is 9.5 percent.’ 

WHAT’S WRONG WITH POINTING OUT THIS STATISTIC? 

Nothing, except that we don’t know how the composite is derived. Value Lint 

does not provide long-term estimates for several of the water companies it follow5 

so I cannot replicate 9.5 percent based on the available information from Value 

Line. Furthermore, the composite return likely includes companies that were 

excluded for each of our respective proxy groups for valid reasons. So thk 

composite statistic should be relied upon with caution. 

ISN’T THE LONG-TERM COMPOSITE RETURN STATISTIC 

14.5 PERCENT FOR THE LDC’S? 

Yes. Mr. Rigsby points this out but then dismisses it stating “Pima is after all a 

water utility.”” I find this ironic since Mr. Rigsby has been justifLing using LDC’s 

in his cost of capital analyses for water utilities for many years because the LDC’s 

are similar to water utilities and therefore have comparable risks.” In fact, in his 

direct testimony, he states his proxy group LDC’s “have similar operating 

characteristics to water providers.”12 If we are to believe Mr. Rigsby, then the 

LDC composite should be relevant to an evaluation of his cost of equity 

Q9 

A. 

Q* 

A. 

Id. 
Id. at 15. 

lo Id. 

041 1, etal., at 12 - 13. 
See Surrebuttal Testimony of William A. Rigsby, filed June 18, 2010 in Docket No. W-02465A-09- 

See Direct Testimony of William A. Rigsby at 19. 

11 
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PHOENIX 

Q. 
A. 

Q* 

A. 

recommendation. The average of the long-term composite returns Water Industr 

and the Natural Gas Industry is 12 percent, which is far greater than Mr. Rigsby’ 

recommended 9.4 percent and yet another number he has failed to disclose. 

HAVE YOU ANYTHING ELSE TO ADD? 

Yes. I have attached the most recent AUS Utility Reports statistics for regulate( 

water utilities and natural gas distribution companies. See Exhibit TJB-COC 

RJ1. You will note that the average authorized return for the water companies an( 

the natural gas distribution companies is 9.98 percent and 10.6 percent 

respectively. You will also note that the average earned return on common equitj 

for the water companies and the natural gas distribution companies is 9.9 percen 

and 11.1 percent, respectively. All of these are significantly higher thar 

Mr. Rigsby’s recommendation of 9.4 percent in this case. 

D. Responses to Staff Surrebuttal Testimony 

PLEASE RESPOND TO MR. CASSIDY’S CLAIM ON PAGE 5 THAT YOG 

MADE AN ERROR IN COMPUTING YOUR GROWTH RATES. 

Mi-. Cassidy asserts that I used the wrong growth rate for Connecticut Watei 

Company (CTWS) resulting in an over-statement of my growth rate and ultimately 

my DCF cost of equity estimates. However, Mr. Cassidy is simply wrong. As I 

have done for many years, I use the average growth estimate of the other water 

utilities when there are no growth estimates from any one of my three sources of 

growth estimates or only one source provides a growth estimate for a company. 

This approach has the same effect as excluding the growth estimate for that 

company. Mr. Cassidy may not realize that my approach is no different than the 

approach Staff has employed in its own determination of growth estimates for 

many years and the approach Mr. Cassidy employs in the instant case. The 

difference being that Staff only uses one source for its growth rates (Value Line) 

5 
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Q. 

A. 

Q. 

A. 

and I use three. I use three sources in order to provide for a more robust estimate 

of growth. 

ON PAGE 4 AND 5 OF HIS TESTIMONY, MR. CASSIDY POINTS OUT 

THAT YOUR FINANCIAL RISK ADJUSTMENT CHANGED IN YOUR 

UPDATED ANALYSIS. WHY DID YOUR FINANCIAL RISK 

ADJUSTMENT CHANGE FROM 40 BASIS POINT IN YOUR DIRECT 

TESTIMONY TO 30 BASIS POINT IN YOUR REBUTTAL TESTIMONY? 

Because the recommended capital structure changed and contains more debt.'j 

I thought this would be obvious to Staff and required no additional explanation. 

After all, Staff typically uses the Hamada adjustment just as I do when computing a 

financial risk adjustment. Additionally, I included the computation supporting the 

30 basis point financial risk adjustment in my schedules. l 4  

HAS MR.CASSIDY PROVIDED ANY RESPONSE TO THE 

COMPARABLE EARNINGS ANALYSIS PROVIDED IN YOUR 

REBUTTAL TESTIMONY? 

No. A check on the reasonableness of the results produced by the DCF and CAPM 

methods are highly relevant and should not be completely ignored. I am 

disappointed (but not surprised) that neither Mr. Cassidy nor Mr. Rigsby 

commented on the updated results using the Duffand Phelps risk premium study 

data which showed the indicated cost of equity for the water proxy group of 11.2 

percent. See Exhibit TJB-COC-RJ3 1. This analysis incorporated elements which I 

believed would have garnered acceptance by both RUCO and Staff such as a 

relatively low market risk premium and spot interest rates.I5 Further, the build-up 

l 3  See Bourassa COC Rb. at 5 - 6 .  

l5 Bourassa COC Rb. at 16. 
See Rebuttal Cost of Capital Schedule D-4.13. 14 
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Q. 

A. 

method using Duff and Phelps study data does not suffer from many of the 

shortcomings of the CAPM, and the DCF for that matter. I can only guess thal 

since the indicated cost of equity of 11.2 percent was greater than the results oi 

DCF and CAPM models and, therefore, the results were ignored by both parties. 

Like Mr. Rigsby 's recommendation, Mr. Cassidy's cost of equity recommendation 

fails the reasonableness check and should be rejected. 

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY ON COST 

OF CAPITAL? 

Yes. 
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Pima Utility Company 
Test Year Ended December 31,2010 

Computation of Consolidated Capital Structure 
Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Equity Distribution 
Per E-I Water 
Per E-I Wastewater 
Water AID Adjustments per Direct 
Sewer A/D Adjustments per Direct 
Subtotal 
Equity Distribution 
Net Equity Balance 

Debt 
Balance end of Test year 
201 1 principal payments 
Subtotal 
Increase in Debt 
Net Debt Balance 

Total Capital 
% Debt 
% Equity 

$ 12,160,028 
7,272,375 

588,942 
(2,219,610) 
17,801,736 
(2,500,000) 

$ 15,301,736 

$ 6,125,000 
(1,755,000) 
4,370,000 
4,000,000 

$ 8,370,000 

$ 23,671,736 
35.36% 
64.64% 

Exhi bit 
Rejoinder Schedule D-I 
Page 2 
Witness: Bourassa 





Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Pima UtilityCompany -Water Division 
Test Year Ended December 31,2010 

Cost of Preferred Stock 

Exhibit 
Rejoinder Schedule D-3 
Page 1 
Witness Bourassa 

End of Test Year End of Proiected Year 

Description Shares Dividend Shares Dividend 
of Issue Outstanding Amount Requirement Outstanding Amount Requirement 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING 

SUP PORT1 NG SCHEDULES: RECAP SCHEDULES: 
0-1 



Pima UtilityCompany - Water Division 
Test Year Ended December 31,2010 

Cost of Common Equity 

Exhibit 
Rejoinder Schedule 0-4 
Page 1 
Witness: Bourassa 

Line 
No. 
1 
2 
3 

The Company is proposing a cost of common equity of 10.50% . 

4 
5 
6 
7 
8 
9 
10 
I1 
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES: 

19 
20 

la 0-4.1 to ~ - 4 . 1 6  
RECAP SCHEDULES: 
D-I 
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FENNEMORE CRAIG 
A PROFESSIONAL CORmRATlON 

PHOENIX 

I. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Q* 

A. 

INTRODUCTION AND PURPOSE OF TESTIMONY. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Marc L. Spitzer. My business address is 1330 Connecticut Avenue: 

NW, Washington, DC 20036. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

On behalf of the Applicant Pima Utility Company (“Pima” or the “Company”). 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am a partner in the Washington, D.C. office of Steptoe & Johnson LLP, where I 

am a member of the Regulatory & Industry Affairs Department. My current law 

practice is in the area of Federal and State utilities regulation. 

WHAT WAS YOUR EMPLOYMENT BACKGROUND BEFORE 

BECOMING A PARTNER AT STEPTOE & JOHNSON? 

I have been an attorney and member of the State Bar of Arizona since 1982. My 

law practice largely involved the representation of taxpayers in proceedings against 

the Internal Revenue Service. I practiced law continuously from 1982 through 

2006, and I was certified as a Specialist in tax law by the State Bar of Arizona from 

1986 through 2006. 

In 1992, I was elected to the Arizona State Senate where I served as chair of 

the Senate Judiciary and Finance committees, and in 1996-1997 I served as Senate 

Majority Leader. In 2000, I was elected to the Arizona Corporation Commission, 

where I served until 2006. President George W. Bush nominated me to the Federal 

Energy Regulatory Commission (“FERC”) in 2006. I was confirmed by the United 

States Senate on July 14, 2006 and I served on FERC until December 2011. 

Further details regarding my background are detailed in my curriculum vitae 

attached as Exhibit MLS-RB 1. 
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FENNEMORE CRAIG 
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PHOENIX 

Q* 
A. 

Q. 
A. 

Q- 

A. 

Q. 

A. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

I am testifying as an expert witness in support of Pima’s request to recover income 

taxes as part of its cost of service. 

WHAT MAKES YOU AN EXPERT ON THE SUBJECT MATTER? 

My background in taxation and utilities regulation qualifies me as an expert on the 

question of the income tax allowance as a cost of service for a regulated utility 

I am qualified to address the income tax allowance for pass-through entities based 

upon 25 years as a tax lawyer, service on the Arizona Corporation Commission and 

FERC. The income tax allowance issue lies at the intersection of regulatory policj 

and substantive tax law. At FERC, I had taken a great interest in this issue. 

I believe the income tax allowance is essential to FERC’s mission to ensure a 

reliable supply of energy to the people of the United States at just and reasonable 

rates. 

HAVE YOU REVIEWED THE TESTIMONY OF THE PARTIES IN THIS 

RATE CASE? 

I have reviewed testimony related to the issue of whether Pima, which is an 

S corporation, should be allowed to recover income taxes as part of its cost of 

service. In preparing this testimony, I have also reviewed statutes, regulations, 

treatises, administrative and judicial decisions, and scholarly articles on the theory 

of income taxation and the regulatory policies underlying the income tax 

allowance, as discussed below. 

WHAT IS YOUR EXPERT OPINION REGARDING THE RECOVERY OF 

INCOME TAXES BY PIMA AS PART OF ITS COST OF SERVICE? 

It is my opinion that the income reported by Pima on Form 1120s creates an 

income tax liability that constitutes a cost of service that should be included in the 

revenue requirement. 
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PHOENIX 

11. 

Q. 

A. 

LAW AND POLICY. 

PLEASE SUMMARIZE YOUR TESTIMONY ON THE INCOME TAJ 

ALLOWANCE ISSUE. 

This testimony is focused on the question of whether Pima should receive ai 

income tax allowance as a component of its cost of service. It is unquestionabl] 

true that Pima generates taxable income and that its shareholders pay tax on tha 

income pro rata. It is also true that FERC has carefully considered the issue of tm 

allowances for pass-through entities in regulated ratemaking. FERC’s approval o 

the income tax allowance as a cost of service for pass-through entities has beer 

upheld by the United States Court of Appeals for the D.C. Circuit. I was on FERC 

when those matters came before it and I helped develop the underlying record anc 

the response to the Appeals Court’s rulings, as explained below. 

Section 1I.A below discusses why Pima, and privately held businesses 

generally, operate as “pass-through” entities so that income taxes are paid onlj 

once, at the investor level. A business’ decision to form and operate as a pass- 

through entity is legal. The IRS and state taxing authorities are familiar with the 

structure, the tax law is clear on their treatment, and the economic reasons for such 

an election are sound. Pass-through entities attract startup capital more readily and 

they avoid double taxation. There is no reason-economic, legal, or from a tax 

perspective-for this Commission to discourage a pass-through business structure 

by artificially suppressing the rates of pass-through entities. 

Section 1I.B explains why an income tax allowance for pass-through entities 

is not a recovery of “phantom” income taxes. “Phantom tax” is the epithet used by 

opponents of the income tax allowance to describe the way in which partnerships, 

limited liability companies and S corporations (like Pima) file income tax returns. 

I explain below how these opponents ignore the distinction between income tax 
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P H 0 EN I X 

Q- 
A. 

liabilities (which are generated by income) and income tax payments (which arc 

based on a myriad of factors, many of which I will discuss below.) 

These opponents also misstate and mischaracterize tax law in order to make 

it appear that the shareholders somehow avoid taxes-this is simply not accurate 

Based on my experience and expertise on the issue, I address the flaws of thai 

argument from a tax law, utility ratemaking, capital attraction, and fairness 

standpoint. Put simply, the phantom income tax argument fails because it confuses 

the recognition of income with the payment of tax. 

Section 1I.C below discusses the public policy rationale for the income tax 

allowance for regulated utilities operating as pass-through entities. In that section, 

I also explain why Arizona should adopt the income tax allowance for pass-through 

entities as a matter of policy and fairness for regulated utilities. I explain why il 

will assist in the attraction of capital, will avoid exposing customers to higher tax 

rates, and will allow entities to make corporate structure decisions based on 

business and tax issues, rather than quirks in regulatory rate recovery. 

A. The Pass-Throuch Entity. 

WHAT IS A PASS-THROUGH ENTITY? 

The Internal Revenue Code (the “Code”) governs the income tax consequences of 

the form in which an entity does business. Subtitle A of the Code is entitled 

“Income Tax,” and Chapter 1 covers “Normal Taxes.” Within Chapter 1 are the 

various forms in which an entity conducts business. Thus, Subchapter F governs 

exempt organizations, Subchapter I, estates and trusts, and Subchapter T provides 

for the taxation of cooperatives. The most familiar subchapters are 

C (corporations), K (partnerships), S (S corporations), and limited liability 

companies or LLCs. 
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P H O E N I X  

Q* 
A. 

Q* 

A. 

With modest exceptions, an S corporation files Form 1120s (ar 

“informational return”) but pays no tax at the corporate level. Instead, its 

shareholders recognize taxable income pro rata on their individual income tax 

returns via Forms K-1 issued by the corporation.’ 

In contrast, Subchapter C corporations report net income and pay tax at t h e  

corporate level on Form 1120. Tax is imposed upon shareholders only to the 

extent dividends are distributed. A company whose income (or loss) is reported ai 

the investor level is described as a “pass-through” entity. In some discussions of 

pass-through entities, the LLC, partnership or S corporation is described as the first 

tier entity and the investors pay tax at the “second” tier on their pro rata share of 

first tier income. 

Most businesses operate as an entity that limits liability to business assets, 

thus protecting the personal assets of their investors. S corporations are 

corporations for state law purposes, including those aspects of limited liability.2 

IS PIMA’S STRUCTURE IN LINE WITH THE CODE? 

It is. In 1972, Pima was formed as a Subchapter S corporation. (In 1984 the Code 

was amended to change the term simply to “S corporation.”) 

IN RETROSPECT THEN, DOES PIMA’S 1972 DECISION TO FORM AS 

AN S CORPORATION MAKE SENSE? 

It does. In 1972, the S corporation was the principal pass-through alternative to the 

C corporation taxed at the corporate level. Subsequently, amendments to 

Arizona’s Limited Partnership Act (1997)3 and the enactment of the Arizona 

Limited Liability Partnership Act4 in 1994 created viable pass-through alternatives 

I.R.C. 5 1361 et seq. 

A.R.S. 9 29-301 et seq. 
A.R.S. 6 29-1 101 et seq. 

I 

’ A.R.S. 6 10-622B. 
5 
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P H O E N I X  

Q. 

A. 

Q. 
A. 

to the S corporation. But with the Legislature’s adoption of the Limited Liability 

Company Act in 1992,5 LLCs became the preferred choice of entity for business 

operations. 

HAVE THERE BEEN CHANGES TO TAX LAWS THAT ADDRESS THE 

DIFFERENT TAX ISSUES BETWEEN C CORPORATIONS, 

S CORPORATIONS, AND LLCs? 

There have been. The enactment by Congress of the Tax Reform of 1986 (the 

“1986 Act”) made a compelling case for pass-through income tax status. First, 

Federal income tax rates had traditionally been higher for corporations than 

individuals, and the 1986 Act reversed this historical trend by reducing the 

marginal individual income tax rate from 50% to 28%. Although the marginal 

corporate rate was also lowered (from 46% to 34%), for the first time in two 

generations individual income tax rates were lower than corporate rates. Second, 

prior to the 1986 Act, a corporation could make a tax-free liquidating distribution 

to its shareholders upon a sale of its assets.6 

HOW DO THOSE CHANGES TO THE 1986 ACT AFFECT PIMA? 

Each of the changes affects Pima. The first change has meant that pass-through 

entities like Pima face a lower ultimate tax rate than C Corporations-which is 

good for customers. The 1986 Act’s repeal of the General Utilities doctrine 

imposes tax and administrative burdens on C corporations not borne by pass- 

through entities. Ratepayers served by pass-through entities need not endure such 

costs. 

’ A.R.S. 3 29-601 et seq. 
‘See General Utilities & Operating Co., 296 US. 200 (1935). 
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Q* 

A. 

Q- 

A. 

DO STAFF AND RUCO ACKNOWLEDGE THAT THE UTILITY INCOME 

PASSED THROUGH TO THE SHAREHOLDERS OF Ah 

S CORPORATION UTILITY IS SUBJECT TO TAX? 

Yes. Neither party denies that the income passed through to the shareholders of ar 

S corporation is subject to tax. So, the argument that an S corporation does not pa) 

taxes rests on a technical distinction rather than reality. The income tax the 

shareholders of an S corporation are subject to arises directly from the taxable 

income of the S corporation, just as the income tax a C corporation is subject to 

arises directly from the taxable income of the C corporation. Taxes on this income 

are an inevitable business outlay regardless of the entity's legal form. In this 

respect, income taxes of a pass-through entity are just as much a cost of service as 

depreciation, salaries and wages, and purchased power. Staff recognized this to be 

true more than 20 years ago.7 

ON PAGE 5 AND 6 OF HIS DIRECT TESTIMONY, MR. IZIGSBY 

ASSERTS THAT THE SHAREHOLDERS OF PIMA MADE THE 

ELECTION AS AN SCORPOFUTION AND, THEREFORE, THAT 

JUSTIFIES THE DENIAL OF AN INCOME TAX ALLOWANCE. PLEASE 

COMMENT. 

To begin with, that argument ignores the fact that when Pima made the corporate 

structure choice, the Commission did not deny S corporations tax expense 

recovery; that policy was adopted over a decade later. It also ignores the FERC 

Policy Statement, FERC Orders and a decision of the U S .  Court of Appeals (D.C. 

Circuit) that disprove and undermine this argument. Finally, it ignores the 

consequences to the attraction of capital, the cost of capital, and the misuse of 

See Staffs Exceptions to Hearing Officer's Proposed Opinion and Order (filed December 29, 1987, in 
Consolidated Water Utilifies, Lid., Docket Nos. E-1009-86-2 16, E-1 009-86-2 17 & E-1 009-86-332 
(consolidated)) at 6: 18-22. 
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P H O E N I X  

Q. 

A. 

Q. 
A. 

regulatory policy to senselessly punish tax efficiency to the detriment of ratepayers. 

B. 

HOW DO YOU RESPOND TO RUCO’S ARGUMENT THAT PIMA 

UTILITY DOES NOT FACE ACTUAL TAXES, BUT RATHER THESE 

ARE SOME SORT OF “PHANTOM” TAXES? 

It is argued in this case that Pima should not receive an income tax allowance 

because, as a pass-through entity, it does not pay taxes. Since tax is imposed at the 

investor level, so the argument goes, the income tax allowance is not appropriate as 

a “cost” because the income tax is “phantom.” 

There is No Such Thing as a Phantom Income Tax. 

This argument fails because it confuses the recognition of income with the 

payment of tax. Income determines tax liability and Pima generates taxable 

income and, therefore, income tax liability. Pima generates that income from the 

provision of utility service to its customers. Pima is entitled to recover the costs 

incurred in the provision of utility service. The fact that the pass-through structure 

allows the income tax liability generated by Pima to be paid by its shareholders 

does not change the fact that those taxes are a cost of service. The very concept of 

a “phantom” tax for pass-through entities ignores the nature and purpose of the 

income tax. 

CAN YOU PROVIDE EXAMPLES OF THIS ISSUE? 

The phantom tax argument is based on the ill-conceived notion that income tax 

liability is not actually incurred by a pass-through entity, but is somehow invented 

or concocted out of thin air. As noted above, however, Pima actually incurs a 

tangible income tax liability on the income reported on IRS Form 1120S, and taxes 

are paid pro rata by its investors, all in providing utility service to customers. 

RUCO hinges its argument on the notion that the tax liability incurred by 

Pima is phantom or illusory because Pima does not actually pay the taxes. Thus, as 

8 



the argument goes: if Pima doesn’t pay the taxes, then Pima’s ratepayers should 

not be burdened with the income tax adjustment. That is incorrect-income taxer 

paid are always an annual amalgamation of items of recognition, exclusion, offsets 

deductions, and credits. In fact, the most common scenario is for the tax liabilit! 

generated by the income of a company or individual to be different than the taxei 

actually paid by the company or individual in any one year. 

The following examples illustrate why there is no such thing as a phanton 

income tax and why basing the recovery of tax expense on the question of whc 

pays the tax is a red herring. The distinction between the accrual of an income tal 

liability and the actual payment of income tax is common. 

1. Taxpayer A earns $20,000 in income, but during that tax year she purchase5 

and installs solar panels on her roof, earning a $20,000 tax credit, 

Taxpayer A would file a Federal income tax return reporting an income tax 

liability of zero. 

Corporation B is a natural gas production company. Due to the low price 01 

natural gas, the company reports negative $10,000 in taxable income foI 

2011 ($10,000). In 2012, Corporation B reports positive $10,000 taxable 

income. The company carries forward the $10,000 loss to offset income in 

2012, and pays zero tax for 2012. 

Partnership Joint Venture C operates wind turbines that generate electricity 

for sale into the wholesale market. The joint venture earns $20,000 in net 

revenues from power sales, but the Federal Wind Production Tax Credit 

generates an income tax credit of $20,000. Joint Venture C files an income 

tax return reporting zero income tax liability. 

Taxpayer D owns a rental property on the Gulf Coast. The property is 

destroyed by a hurricane, and Taxpayer D receives a check for $100,000 

2. 

3. 

4. 
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Q* 

4. 

from her insurance company as compensation for the loss. That same yea] 

she purchased another rental property (this time in Kansas) for $100,000 

Under Code Section 1033, Taxpayer D pays zero tax on the $lOO,OOC 

received from the insurance company. 

Corporation E is a regulated electric utility that is a wholly owned 

subsidiary of a large energy company, CorporationF. The utili5 

Corporation E earns $10,000,000 from operations in State X. Corporation F 

located in State Y has a disastrous year, loses $100,000,000 and files for 

bankruptcy protection. Corporation F files a consolidated corporate income 

tax return with its subsidiary Corporation E, reports a net loss and pays zero 

in corporate income taxes. 

5 .  

The point is that in each of the five examples listed above, Congressional public 

policy, reflected in the Code, creates a circumstance in which income is earned, 

income tax liability is incurred, but no payment of income tax is required. Put 

another way, these examples show that just because income tax is not paid does not 

mean that the income tax is non-existent as a cost of doing business. 

SO ENTITIES CAN HAVE NET INCOME, HAVE REAL TAX 

LIABILITIES, AND STILL NOT ACTUALLY PAY TAXES? 

Yes. This makes sense when one bears in mind that the Tax Code is about much 

more than recovering a portion of income to fund government operations. The Tax 

Code is just as much an attempt to shape the economy and to incent (and disincent) 

certain activities. So companies and individuals make choices that change their tax 

payments, but they still have income and that income still gives rise to income tax 

liabilities. 

10 
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Q. 

A. 

Q- 
A. 

SIMPL r E’\ WHY SHOULDN’T THE COMMISSIOP UATE 

WHETHER A TAX IS PAID AND BASE RECOVERY ON THE ANSWER 

TO THAT QUESTION? 

Under the present policy, the Commission has incented utilities to selecl 

C corporation status simply because of its unwillingness to allow tax recovery for 

pass-through entities. This is one of my main objections to the discriminatory tax 

treatment imposed on pass-through entities: the effect of that discriminatory 

treatment is to discourage the use of legitimate, legal, useful, and lower-cost 

business structures, which has the further effect of increasing costs to customers, 

reducing the utility’s opportunity to attract capital, and limiting the potential for 

new infrastructure in Arizona. The question is whether the provision of utility 

service generates a tax liability - period. The Commission does not, nor should it, 

change the rates of utilities operating as C corporations based on the actual tax 

expense of their parent holding companies. Nor should the Commission 

discriminatorily prohibit Pima and other pass-through entities from recovering their 

reported income taxes. 

SO HOW DOES THE IRS DETERMINE TAXABLE INCOME? 

Please bear with me, but herein we establish that the income reported by Pima on 

Form 1 120s and K-1s issued to its shareholders is real. Tax law and metaphysics 

are not often associated. However, there is a subjectivity inherent in the taxation of 

income’ that does not exist with property taxation (a tax imposed upon the value of 

real or personal property at a given point in time), or sales, use, transaction 

The nature of income is far from clear as a matter of economics. Henry C. Simons, Personal Income 
Taxation: The Definition of Income as a Problem of Fiscal Policy (1938). The so-called Haig-Simons 
definition of income as an economic construct is the sum of a person’s personal expenditures plus (or 
minus) the increase (or decrease) in the taxpayer’s wealth. Id. The Haig-Simons definition has been 
debated and critiqued to this day. See, e.g., Boris I. Bitker, A Comprehensive Tax Base as a Goal of 
Income Tax Reform, 80 Harvard Law Review 925 ( 1  967). 
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4. 

privilege and excise taxes (a tax imposed upon the buyer or seller fixed as i 

percentage of the gross receipts of a specific transaction). 

Under Federal income tax law, Code Section 61 defines gross income as 

“[all1 income, from whatever source derived.” This circular (and franklj 

unhelpful) definition of income leads every law school student to contemplate ir 

her first day of Tax I, and under intense questioning, the facts of Commissioner o, 

Internal Revenue v. Glenshaw Glass Co., 348 U.S. 426 (1955). In that case, the 

Supreme Court held that recovery of punitive damages was taxable income to the 

recipient, embracing the Code’s definition of income as all “accessions to wealth 

clearly realized, and over which the taxpayers have complete dominion.”’ 

Likewise, Pima generates income under the Code’s definition-that income 

is allocated to shareholders and reported on Form 1120s and in the Forms K-1 

issued to Pima’s shareholders that establish their income tax liabilities from Pima’s 

utility operations. The idea is actually quite simple and all one needs to know-the 

taxable income is from the utility, the income creates an income tax liability, and 

that is a cost of service and recoverable in rates. 

CAN YOU PROVIDE AN EXAMPLE OF AN ISSUE IN WHICH THE IRS 

EVALUATES WHAT IS AND WHAT IS NOT INCOME? 

I can. Citibank recently issued Form 1099s to its customers for frequent flyer 

miles received in connection with their credit cards.” Frequent flyer miles 

constitute an “accession to wealth” in theory if not in practice. 

In the case of Pima, there is no dispute that the operating company has 

recognized taxable income during the test year. Taxable income, as noted above, is 

Glenshaw Glass Co., 348 U.S. at 429. 
Forbes, Citibank Issues Forms 1099 for Frequent Flyer Miles, Surprising Customers and IRS (March 1: 

20 12), http://www.forbes.com/sites/kellyphiIlipserb/20 12/03/0 l/citibank-issues-fonns-lO99-for-frequent- 
fl yer-miles-surprising-customers-and-irs/. 
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Q. 

A. 

construed broadly to include “accessions to wealth,” including frequent flyer miles 

Certainly, if frequent flyer miles are considered taxable income, then Pima ha! 

recognized taxable income from utility operations. 

Again, the Haig-Simons definition of income as an economic construct is 

the sum of a person’s personal expenditures plus (or minus) the increase (01 

decrease) in the taxpayer’s wealth. Pima’s income recognition is salient undei 

Haig-Simons economic theory as well as more pedestrian tax law. The income 

recognized at the first tier creates a tangible tax liability, even if ultimately paid bj  

second tier investors. The only question in determining whether or not Pimz 

Utility Company is entitled to the income tax allowance is whether Pima has 

incurred a tangible tax liability for cost of service purposes in a rate case. The 

answer is clearly yes. 

IS THERE ANYTHING ABOUT PIMA’S STRUCTURE THAT 

ELIMINATES ITS TAX LIABILITIES AND MAKES THEM 

“PHANTOM”? 

No. For all entities, income is determined and taxed on a calendar year basis and 

reported annually post hoc, a further distinction from property and sales taxes. 

Pima’s income is determined and recognized as taxable under that framework. 

Items of income on a taxpayer’s return may be offset by deductions, credits, 

exemptions and items of loss, or excepted from recognition by other provisions of 

the Code. Income tax losses may be carried forward and back, and affiliated 

entities may net taxable income and loss from their separate tax reports on a 

consolidated return. 

Whether the taxpayer is an individual or a C corporation, those elements and 

approaches are the same. For example, a husband and wife filing a joint tax return 

net their incomes and deductions, just as C corporation holding companies net their 
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Q. 

A. 

Q* 

A. 

incomes, losses and deductions against C corporation operating utilities and theii 

other subsidiaries when filing a consolidated return. 

AND WITH REGARD TO PIMA UTILITY COMPANY IS THERE 

ANYTHING THAT DEMONSTRATES AN ACTUAL TAX LIABILITY? 

The fact that Pima’s taxable income is reported on informational return Form 

1120S, reported to its shareholders on Forms K- 1, and taxed on the shareholders’ 

Forms 1040 does not mean Pima’s taxable income is phantom, it means that Pima’s 

income has generated a real tax liability in years in which Pima generates a profil 

and reports income to its shareholders. The phantom tax argument is inconsistent 

with the concept of taxable income under the United States Tax Code. The concept 

of phantom income does not exist in tax law. Moreover, use of the phantom 

income argument to disallow an otherwise legitimate cost of service is a senseless 

and counter-productive regulatory punishment of tax efficient business 

organizations to the detriment of Arizona ratepayers. 

DOES THE COMMISSION NEED TO DETERMINE THE AMOUNT OF 

TAXES THAT WERE ACTUALLY PAID BY PIMA’S SHAREHOLDERS 

IN A PARTICULAR YEAR AS A PRECONDITION TO GRANT 

RECOVERY OF INCOME TAX EXPENSE? 

No. The complexity of the Code 

(a plethora of exemptions, exclusions, deductions, credits and non-recognition 

provisions), the temporal nature of the annual filing of returns, the business reality 

of operating divisions and consolidated returns, and the nature of income under the 

tax code (for example frequent flyer miles as income) confirm this conclusion. 

Income recognized by a pass-through entity & income, even if no tax is paid at the 

entity level. Income realized by Pima @ income even if its shareholders ultimately 

pay the tax. 

That would be an unnecessary exercise. 
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A. 

Q* 

A. 

BUT IF ONE OR MORE OF PIMA’S SHAREHOLDERS HAVE THEII; 

INCOME TAX LIABILITY FROM PIMA’S INCOME OFFSET BY LOSSE2 

FROM OTHER INVESTMENTS, DOESN’T THAT CONVERT PIMA’$ 

INCOME TAX INTO A “PHANTOM TAX”? 

Because taxation of income is unlike taxation of property or sales, the concept 01 

“phantom” income tax does not exist as I explained in a prior response. Thc 

“phantom tax” argument reflects a misunderstanding of the law and economics oj 

income taxation. The phantom tax argument confuses the recognition of income 

with the payment of tax. Pima’s income is no different than income earned by a 

C corporation. Pima, therefore, should receive an income tax allowance as part oi 

its cost of service. 

When Pima’s shareholders receive their Forms K-1, they are required to 

report that income on their Forms 1040. 

C. As a Matter of Public Utilities Regulation, the Income Tax Allowance 
for a Pass-Through Entity is a Proper Cost of Service Item. 
Disallowance of the Income Tax Allowance Results in Rates that are 
Uniust and Unreasonable. 

IS AN INCOME TAX ALLOWANCE A PROPER COST OF SERVICE 

ITEM? 

Yes, for the simple reason that the tax liability is incurred by Pima in providing 

utility service to customers. FERC has recently and carefully considered the 

income tax allowance in the context of regulation of public utilities. 

As is the case with the Arizona Corporation Commission, for FERC the 

rates of regulated entities must be just and reasonable.” The regulator must 

balance the interests of the investor and the consumer.12 And the regulated entity 

Permian Basin Area Rate Cases, 390 U.S. 747,805-06 (1968). 
Federal Power Commission v. Hope Natural Gas, 320 U.S. 59 1,603 (1 944). 
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PHOENIX 

Q. 
A. 

must be allowed to earn sufficient revenues to maintain fiscal integrity and attraci 

capital. Hence, rates must be neither unreasonably high nor unreasonably 10w.l~ 

After consideration, FERC now provides income tax expense recovery for 

all regulated utilities, including pass-through entities. 

DID FERC ALWAYS HOLD THAT VIEW? 

It did not. As noted above, after the 1986 Act, lawyers who advised privately held 

businesses to form C corporations had some explaining to do. As a consequence of 

the Code Section 7704(d) exemption for publicly traded pipeline companies to 

operate as pass-through entities, rate proceedings involving pass-through utilities 

arose in the 1990’s. In 1995, FERC considered the tax allowance as a cost of 

service in the case of a limited partnership that operated a ~ipe1ine.l~ 

In Lakehead, FERC allowed an income tax allowance as a cost item of the 

limited partnership, but only to the extent its limited partnership interests were 

held by corporate  partner^.'^ FERC did not allow the tax allowance attributable 

to limited partnership interests held by Lakehead’s non-corporate partners. 

In 2004, FERC’s Lakehead doctrine was reversed by the Court of Appeals 

for the D.C. Circuit.16 Although the shippers made the phantom income argument 

(ironically the named plaintiff affiliate of a major oil company was an LLC), the 

Court of Appeals reversed the underlying FERC Order on other grounds. The 

court described FERC’s arbitrary distinction between corporate and non-corporate 

partners as unreasoned decision-making, rendering the Order violative of the 

Interstate Commerce Act.17 The BP West Coast Products decision did not decide 

l 3  Id. 

l5 Id. 

l 7  Id. at 1288-90. 

Lakehead Pipe Line Company, L.P., 71 FERC 7 61,388 (1995), reh’g denied, 75 FERC f 61,181 (1996). 

BP West Coast Products, LLC v. FERC, 374 F.3d 1263 (D.C. Cir. 2004). 
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the phantom income issue. Instead, the Court held that FERC’s Lakehead policq 

was unsustainabl y discriminatory and legally defective. * 
FERC responded almost immediately to the Court of Appeals remand in BI- 

West Coast Products, issuing a generic Notice of Inquiry on December 2, 2004. 

Due to extensive public interest in this issue, FERC extended the public commenl 

period to January 2 1, 2005. FERC received and considered 42 comments, and on 

May4, 2005, by a bipartisan and unanimous vote, FERC approved a Policy 

Statement on Income Tax  allowance^.'^ 
The FERC Policy Statement not only rejects but demolishes the phantom 

income argument. FERC ’s Policy Statement approves the income tax allowance 

for all pass-through entities without limitation. It is worth quoting Paragraph 34 of 

the Policy Statement in its entirety: 

As several commentors point out, a detailed discussion of the 
realities of partnership tax practice was not before the court 
when it reviewed the Opinion No. 435 orders. Because 
public utility income of pass-through entities is attributed 
directly to the owners of such entities and the owners have an 
actual or potential income tax liability on that income, the 
Commission concludes that its rationale here does not violate 
the court’s concern that the Commission had created a tax 
allowance to compensate for an income tax cost that is not 
actually paid by the regulated utility. As explained in detail 
by the comments summarized in sections A and D of Part I1 
of this order, the reality is that just as a corporation has an 
actual or potential income tax liability on income from the 
first tier ublic utility assets it controls, so do the owners o a 
partners R I@ or LLC on theJirst tier assets and income t x at 
they control by means of the pass-through entity. (Emphasis 
added.) 

FERC carefully analyzed the law of income taxation of pass-through entities and 

expressly rejected the argument that income tax adjustments should be denied 

l 8  Id. at 1290. 
l 9  Policy Statement on Income Tax Allowances, 11 1 FERC 161,139 (2005) (attached as Exhibit MLS- 
RB2). 
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Q* 

A. 

Q* 

A. 

because the pass-through entity did not pay the tax. FERC rejected the “phantom 

tax argument” based on the legal and public policy aspects of the income tax 

allowance: 

Thus, the policy the Commission is adopting should not result 
in increased costs to public utility ratepayers, and may 
actually reduce them if a partnership of LLC has a lower 
weighted marginal tax rate and fewer administrative expenses 
than the normal corporate form. The Commission therefore 
concludes that, as is argued by the commentors urging an 
income tax allowance for all public utility entities, providing 
an income tax allowance to partnerships in proportion to the 
interests owned by entities or individuals with an actual or 
potential income tax liability does n%t create a phantom 
income tax liability. (Emphasis added.) 

WAS THERE AN EVALUATION OF THE IMPACT TO RATEPAYERS 

FROM THE USE OF A PASS-THROUGH STRUCTURE? 

There was. The regulated utility’s use of pass-through status reduced operating 

costs, ultimately saving shippers money. Far from being a nefarious act, it was 

common sense. It is ill-advised regulatory policy to punish a tax-efficient business 

for reducing its operating costs and thereby saving ratepayer money. It is counter- 

intuitive to compel utilities into tax-inefficient corporate structures that increase 

ratepayer costs. The same holds true for Pima here. 

IN HIS TESTIMONY, MR. RIGSBY SUGGESTS THAT THE FERC 

POLICY AND DECISIONS SHOULD NOT APPLY TO ARIZONA. DO 

YOU AGREE? 

No. A flawed understanding of income tax leads to a flawed “phantom tax” 

argument, the implementation of which would 1) reduce the ability of regulated 

utilities operating as pass-through (tax efficient) entities to attract capital into 

Arizona, 2) expose Arizona ratepayers to higher income tax expenses under 

2o Id. at 7 37. 
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A. 

Q- 

A. 

corporate tax rates, and 3) reduce the opportunity for Arizona to attract investmen; 

that will build the infrastructure it needs to have a robust and growing economy. 

HAVE YOU SEEN EVIDENCE OF THOSE NEGATIVE EFFECTS FROM 

A WRONG VIEW OF TAX RECOGNITION? 

I have. Arguably the worst and most dramatic aspects of the 2001 California 

energy crisis were the rolling blackouts in northern California. California suffered 

from inadequate investment in energy infrastructure, particularly electric 

transmission. South to north power flows were congested due to the inadequacy oi 

the high voltage transmission line known as Path 15. Increasing the capacity oi 

Path 15 became a national priority, and FERC and the State of California 

coordinated a public/private partnership to rebuild the line. FERC relied on thal 

matter2] in its Policy Statement. The reference to Trans-Elect is that the projecl 

developer was an LLC. It was contrary to the public interest to starve Trans-Elect 

of capital. The denial of the income tax allowance, a legitimate cost of a project 

essential to the ratepayers’ health, welfare and safety, simply because Trans-Elect 

was an LLC, would have been an unjust, unreasonable, and unacceptable result.22 

WAS THE FERC INCOME TAX ALLOWANCE POLICY CHALLENGED 

IN COURT? 

It was. FERC’s Policy Statement came before the D.C. Circuit upon a Petition for 

Review of a 2005 FERC Remand Order, SFPP, L.P., 11 1 FERC 7 61,334 (2005). 

In ExxonMobil Oil Corporation v. FERC, 487 F.3d 945 (2007), the Court of 

Appeals affirmed FERC’s reasoning in the Policy Statement and reiterated its 

*’ Trans-Elect NTS Path IS, LLC, 109 FERC 161,249 (2004). 
*’ 11 1 FERC f[ 61,139 at 135. 
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rejection of the Lakehead doctrine that had previously allowed FERC to disallow 

the income tax expense to pass-through entities.23 

The D.C. Court of Appeals in ExxonMobiZ addressed head-on the phantom 

income argument raised by the shippers. The court offered two reasons why BP 

West Coast4 did not foreclose the full income tax allowance for pass-through 

entities delineated in the FERC Policy Statement. 

First, the Court of Appeals acknowledged what every tax accountant knows, 

that the first tier income recognized at the partnership level creates “real” income 

tax liabilities at the second tier.25 This holding in and of itself justifies the recovery 

of Pima’s income tax expense because income at the S corporation level creates 

real income tax liabilities for its shareholders. 

Secondly, unlike the dubious reasoning underlying the Lakehead policy, “in 

the instant case FERC has gone to great lengths to explain why the taxes in 

question are not ‘phantom’ and are properly attributed to the regulated entity.”26 

The court observed that C corporation shareholders are taxed only upon dividends 

received, and unlike the case with S corporations and partnerships, recognition of 

income at the first tier is insufficient to impose tax liability upon C corporation 

investors. Thus the ExxonMobiZ court affirmed the income tax allowance and 

rejected the phantom tax argument as contrary to the principles of the tax code and 

economic reality.27 

23 ExxonMobil, 487 F.3d 945. 
24 BP West Coast, 374 F.3d at 1291. 

ExxonMobil, 487 F.3d at 953-55. 
26 Id. at 954. 
27 Id. 
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Q* 

A. 

Q* 

A. 

AFTER THOSE COURT DECISIONS, DID FERC RESOLVE THE 

MATTER WITH FINALITY? 

It did. I believe FERC Orders 511 and 511-A are the final word on the correcl 

regulatory treatment of the income tax allowance for pass-through entities. FERC 

was presented with a grand opportunity to resolve the income tax allowance in the 

context of an oil pipeline doing business as a master limited partnership (“MLP”). 

MLPs proliferated after the 1987 Section 7704(d) exemption for oil and gas 

pipelines to operate as publicly traded, pass-through regulated utilities. The 

shippers addressed every aspect of the income tax allowance in challenging the 

FERC Administrative Law Judge’s 2009 Decision.28 

SO FERC FOUND THAT INCOME TAXES IN PASS-THROUGH 

ENTITIES ARE REAL? 

Yes. FERC concluded that income taxes reported at the partnership level but paid 

by its partners are “real costs of acquiring and operating the pipeline assets, and 

therefore the income tax allowance does not recover a phantom 

FERC Order 511 analyzed the Income Tax Policy Statement and the 

ExxonMobiZ decision that upheld it, concluding that an income tax allowance for an 

MLP was correct tax law.30 In Order 511-A, FERC addressed on rehearing 

numerous shipper objections to the income tax allowance for MLPs. Upon carefbl, 

indeed exhaustive analysis, FERC held that “an income tax allowance does not 

result in phantom income tax cost, the double recovery of the partner’s income tax 

liability, or unjust or unreasonable rates.31 

28 OpinionNo. 511 (134FERC161,121 (2011))at7219. 
29 Id. at 7 227. 
30 Id. at f 228. 
31 Opinion No. 512-A (137 FERC 1 61,220) at 1270, citing 134 FERC 7 61,121 at 77 249-50, 258, 259, 
261, 296. 
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Q. 

A. Yes.  

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 
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1330 CONNECTICUT AVENUE NW 
WASHINGTON, DC 20036 

PUBLIC SERVICE 

Commissioner, Federal Energy Regulatory Commission, Washington, DC 
2006-201 1 

Participated in Commission technical conferences, initiatives and proceedings, 
including 2005 Energy Policy Act and other rulemakings, rate, enforcement and 
reliability cases, electric transmission policy, natural gas infrastructure. 

Extensive lecture and speaking schedule, including before significant 
international energy conferences representing United States government, major 
U.S. energy conferences involving Federal and State political and regulatory 
bodies, regulated entities, energy producers and investors and all major energy 
trade associations. 

Testified before Congressional Committees, assisted and consulted with 
members of Congress and Congressional staffs. 

Commissioner, Arizona Corporation Commission, Phoenix, Arizona 
200 1-2006, Chairman, 2003-2005 

Statewide elected official 

Presided over electric, natural gas, water, telecommunications rate cases, 
securities enforcement proceedings, power plant and electric transmission line 
siting cases, rulemakings including Arizona's Renewable Portfolio Standard, 
natural gas infrastructure policy statement. 

Member, National Association of Regulatory Utility Commissioners. Frequent 
speaker at  regional and national conferences before State and Federal 
Commissioners, elected officials and regulated entities. 

Arizona State Senator, 1993-2001 
Senate Majority Leader, 1996- 1999 
Chair, Finance Committee, 1994-1 996 
Chair, Judiciary Committee, 1999-200 1 



Assumed leadership positions from first legislative session. 

Sponsored and enacted major Arizona tax, budget, energy, environmental and 
judiciary legislation during 1990's. 

Negotiated State Implementation Plan for Arizona's non-attainment areas with 
Environmental Protection Agency Region 9 Administrator. 

Lecturer before National Conference of State Legislators and 
American Legislative Exchange Council. 

Recipient of more than 50 awards for legislative service from business, political 
and non-profit organizations. 

PRIVATE PRACTICE OF LAW 

Bar Admissions : 
State Bar of Arizona, 1982 

AV by Rated Martindale Hubbell, 1987-2006 
Certified as Tax Law Specialist by Arizona State Bar Board of Legal 
Specialization, 1 986-2006 

United States District Court, Arizona, 1982 
United States Tax Court, 1982 
Court of Appeals for the Ninth Circuit, 1983 
Tribal Courts of the Navajo Nation, 1988 

Recipient of Exceptional Achievement Award from State Bar of Arizona. 

Marc L. Spitzer, Attorney at Law 
2001-2006 
Federal tax controversy law practice 

Lecturer in classes on Federal income taxation, IRS audits and appeals at 
national conferences, Arizona State University, Arizona Tax Conference, 
Arizona Society of CPAs, State Bar of Arizona and other organizations. 

KPMG LLP, Phoenix, Arizona 
1996-2001 
Tax Director, KPMG Tax Controversy Services section 

Represented public companies and private entities in disputes with 



Internal Revenue Service before IRS Audit and Appellate Divisions and 
United States Tax Court. 

Fennemore Craig PC, Phoenix, Arizona 

Shareholder, Director, 1988- 1993 
Relinquished equity position in Firm upon election to State Senate 

1982-1996 

General tax practice at established regional southwestern law firm with 
focus on Federal tax controversies. 

Appearances before Federal and Arizona trial and appellate courts and 
administrative agencies. 

EDUCATION 

University of Michigan Law School 
J.D., 1982, cum laude 
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11 1 FERC 7 61,139 
UNITED STATES OF AMERICA 

FEDERAL ENERGY REGULATORY COMMISSION 

Before Commissioners: Pat Wood, 111, Chairman; 
Nora Mead Brownell, Joseph T. Kelliher, 
and Suedeen G. Kelly. 

Inquiry Regarding Income Tax Allowances Docket No. PLO5-5-000 

POLICY STATEMENT ON INCOME 
TAX ALLOWANCES 

(Issued May 4,2005) 

1. 
tax allowances. The Commission asked interested parties to comment when, if ever, it is 
appropriate to provide an income tax allowance for partnerships or similar pass-through 
entities that hold interests in a regulated public utility. The Commission concludes that 
such an allowance should be permitted on all partnership interests, or similar legal 
interests, if the owner of that interest has an actual or potential income tax liability on the 
public utility income earned through the interest. This order serves the public because it 
allows rate recovery of the income tax liability attributable to regulated utility income, 
facilitates investment in public utility assets, and assures just and reasonable rates. 

On December 2,2004, the Commission issued a notice of inquiry regarding income 

1. Background 

2. The instant proceeding was initiated by the Commission in response to the 
U.S. Court of Appeals for the District of Columbia remand in BP West Coast Products, 
LLC, v. FERC,’ in which the court held that the Commission had not justified the 
so-called Lakehead policy regarding the eligibility of partnerships for income tax 
allowances. The Lakehead case2 held that a limited partnership would be permitted to 
include an income tax allowance in its rates equal to the proportion of its limited 
partnership interests owned by corporate partners, but could not include a tax allowance 
for its partnership interests that were not owned by corporations. Prior to Lakehead, the 
Commission’s policy provided a limited partnership with an income tax allowance for all 

BP West Coast Products, LLC v. FERC, 374 F.3d 1263 (D.C. Cir. 2004) 
(BP West Coast), reh’g denied, 2004 U.S. App. LEXIS 20976-98 (2004). 

Lakehead Pipe Line Company, L.P., 71 FERC 7 61,388 (1995)’ reh’g denied, 2 

75 FERC 7 6 1’18 I (1 996) (Lakehead). 
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of its partnership interests, but did so in the context that most partnerships were owned by 
corporations. This ruling was not appealed until a series of orders involving SFPP, L.P. 
in the proceedings underlying the remand.3 The Commission’s rationales for permitting a 
tax allowance for corporate partner interests were (1) the double taxation of corporate 
earnings, (2) the equalization of returns between different types of publicly held interests, 
i.e. the stock of the corporate partner (which involves two layers of taxation of 
partnership earnings) and the limited partnership interests (which involve only one), and 
(3) encouraging capital formation and investment. 

3. The court found all of these rationales unconvincing. First, the court rejected the 
double taxation rationale in Lakehead, concluding that (1) only the costs of the regulated 
entity may be recovered, and (2) taxes are but one cost paid by a corporate partner as part 
of its cost of doing b~s iness .~  The court also rejected the rationale that the investor 
should be able to obtain the same returns without regard to which instrument the investor 
purchases. The court rejected this argument by noting that if any income tax allowance is 
provided, this benefits all investors holding instruments proportionately because the 
additional income is shared on apro rata basis.5 Given this pro rata distribution of 
income by the partnership, the court concluded that non-corporate partners would receive 
an excess rate of return. 

4. 
investor, the court made clear that this is a function of corporate structure and the 
attendant tax consequences, not the regulated utility’s risk.6 The court therefore 
concluded that the investor’s return and risk are no more appropriately attributed to the 

Thus, while the double taxation function may affect the eventual return for the 

Opinion No. 435 (86 FERC 7 61,022 (1999)), Opinion No. 435-A (91 FERC 3 

7 6 1 , 135 (2000)), Opinion No. 435-B (96 FERC 7 6 1,281 (200 l)), and an Order on 
Clarzjkation and Rehearing (97 FERC 7 6 1,138 (200 1)) (collectively the Opinion 
No. 435 orders.) These are now pending before the Commission on remand and 
rehearing in Docket Nos. OR92-8-000, et al., and 01396-2-000, et al., respectively. 

BP West Coast at 1288. 4 

Id. at 1292-93. 

In making a decision whether to buy a limited partnership interest (where only 
the unit holder’s income is taxed), or a share of a corporate partner (where the corporate 
income is taxed as well), it should be the individual investor that makes the adjustment 
for the double taxation. The individual investor can do this by paying prices that equalize 
the pre-tax return to the investor of the different instruments that have income derived 
from the same public utility assets. 
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regulated entity than are the investor’s various costs in determining the costs or 
allowances that the regulated entity is permitted to recover. 

5. 
allowance should be permitted to encourage capital to flow into public utility industries 
regulated by the Commission? Throughout its analysis the court stated that the 
Commission’s central assumption in its Lakehead decisions was that income taxes are an 
identifiable cost for the regulated entity. Thus, if a partnership paid no income taxes, or 
had no potential income tax liability, no cost was incurred and therefore an income tax 
allowance would reimburse the entity for a phantom cost. Accordingly, the court 
concluded that a payment for a non-existent cost was still invalid even if designed to 
encourage needed infra-structure investment. 

The court also rejected the Commission’s third rationale that an income tax 

6 .  While the court’s decision addressed only the Order No. 435 opinions, it became 
apparent that the remand has implications for other proceedings and regulated utilities as 
well. As was discussed in the more recent Trans-Elect order,’ denying a tax allowance 
would significantly reduce the expected returns that were the basis for the investment in 
that project. In light of the broader implications of BP West Coast, the Commission 
sought comments here on whether the court’s ruling applies only to the specific facts of 
the SFPP, L.P. proceeding, or also extends to other capital structures involving 
partnerships and other forms of pass-through ownership. The Commission asked whether 
the court’s reasoning should apply to partnerships in which: (1) all the partnership 
interests are owned by investors without intermediary levels of ownership; (2) the only 
intermediary ownership is a general partnership; (3) all the partnership interests are 
owned by corporations; and (4) the corporate ownership of the partnership interests is 
minimal, such as a one percent general partnership interest of a master limited 
partnership. The Commission also asked if (1) the court’s decision precludes an income 
tax allowance for a partnership or other ownership interests under any of these situations, 
will this result in insufficient incentives for investment in energy infrastructure; 
(2) or will the same amount of investment occur through other ownership arrangements; 
and (3) are there other methods of earning an adequate return that are not dependent on 
the tax implications of a particular capital structure? 

11. Comments 

7. After an extension of the comment period to January 21,2005, thirty-three 
comments were timely filed with an additional nine comments filed late. As enumerated 
below in greater detail, the comments advocate four general positions. While no party 

BP West Coast. at 1292-93. 

Trans-Elect NTS Path 15, LLC, 109 FERC 7 6 1,249 (2004) (Trans-Elect). 

7 

8 
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argues for the continuation of the Lakehead doctrine in its current form, three appear to 
argue that an approach should be used to preserve the tax allowances now available to 
certain limited liability corporations (LLCs), or possibly provide a justification for tax 
allowances for all partnerships and LLCs, as long as there is no additional cost to the rate 
payers beyond that which would have been incurred through a corporate form. Three 
cornmentors argue for granting a tax allowance if a partnership is entirely owned by a tax 
paying corporation filing a consolidated return. Ten argue that the tax allowance should 
be granted only to entities that actually pay taxes and that there should be no allowance 
for “phantom” taxes. Twenty-four commentors would provide a tax allowance to all 
entities to assure that tax factors do not control the selection of the investment vehicle. 
Two filings were limited to interventions or minor comments and are not discussed 
further in this order.’ 

A. Proposals Akin to Lakehead 

8. Three commentors expressed concern about the possible impact of the court’s 
decision on existing public utility partnerships that include for-profit private and non- 
profit public electric utilities. lo These concerns are summarized by Wisconsin Public 
Power Inc. (WPPI), which asserts that the Commission should permit LLCs and 
partnerships to have an income allowance if the LLC demonstrates that its structure 
would not increase the income tax component of the cost of service to transmission rate 
payers. WPPI is a part owner of the American Transmission Company, LLC (ATCLLC), 
which owns transmission lines conveyed to it by various utilities, private and public, in 
Wisconsin. To maintain cash flow neutrality for its owners after the facilities were 
transferred to ATCLLC, ATCLLC was provided a tax allowance equal to the blended tax 
rate of its owners. Thus, to the extent that the income stream to a private owner would be 
taxed at 35 percent, ATCLLC was provided an allowance for taxes on that income. A 
municipality pays no taxes and therefore that portion of the income stream did not result 
in a tax allowance. The ATCLLC income stream is then allocated at the owner level in a 
way that prevents over or under-recovery. 

9. WPPI states that this arrangement assured that the income stream from 
transmission operations would not be taxed at the operating level of ATCLLC, thus 
retaining the two tier structure that existed before the various private companies divested 
their transmission assets to ATCLLC. These two historical taxation tiers were the 
corporate income tax and the tax on the shareholder dividends. ATLLC states that 

Edison Mission Energy, which urged that the income tax allowance issue be 
resolved quickly, and Piedmont Natural Gas Company, Inc., which only intervened. 

9 

lo Electric Power Supply Association (EPSA); Michigan Electric Transmission 
Company, LLC (METC); Wisconsin Public Power, Inc. 
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without the use of the LLC form, and a tax allowance attributable to the utility income 
stream, the private shareholders would suffer a loss in value because of the additional 
level of taxation on transmission income. Thus, the value of a transmission interest in 
ATCLLC would be diminished below the value it had for the private corporation before 
the transfer of the asset. For this reason the private companies would not have transferred 
their assets to ATCLLC. WPPI therefore concludes that the tax allowance on the income 
stream of LCC that pays no income taxes itself was essential to the creation of an 
independent transmission system on the upper Michigan peninsula. 

10. METC likewise requests a solution that would preserve the rate attributes 
historically extended to LLCs, consistent with the methodology first announced in the 
Lakehead cases. Most importantly, METC asserts that the Commission should take no 
action that would undermine existing investments in independent transmission companies 
that are LLCs. Thus, METC’s concerns do not turn on the preservation of the Lakehead 
doctrine as such, but that the corporate shareholders of that LLC are not deprived of the 
tax allowance that was built into the rates of return on the transmission assets that these 
firms contributed to METC’s independently owned transmission system. 

1 1. 
the Court of Appeals with a better rationale. EPSA suggests that there are six basic 
options available to the Commission. One is to give utilities organized as corporations a 
tax allowance, but not partnerships. A second is to treat partnerships and corporations the 
same and give both a tax allowance. A third is to deny any partnerships with non- 
corporate owners a tax allowance but permit the allowance for partnerships owned 
wholly by corporations. A fourth is to readopt Lakehead. A fifth is to eliminate the 
allowance and base rates on pre-tax rates of return. A sixth is to decide matters of 
partnership income tax allowances on a case-by-base basis. 

EPSA urges that the Commission affirm the Lakehead philosophy by providing 

12. EPSA states that first option would have a serious negative consequence on raising 
capital for the industry, particularly with regard to large projects with multiple owners. It 
notes that even if corporate-owned partnerships could reorganize to qualify for a tax 
allowance, there are additional administrative costs that would be passed on to 
consumers. It further asserts that a case-by-case approach would result in uncertainty and 
to disqualify a partnership based on a single non-corporate partner seems unfair and hard 
to justify analytically. Determining returns on a pre-tax basis is likely to be controversial 
and difficult to implement. 

13. EPSA therefore concludes that the only realistic options are (1) treating all entities 
the same; or (2) a continuation of the Commission’s Lakehead policy. ESPA notes that 
taxes are an imputed cost based on public utility net income. As such, EPSA claims that 
the court ignored the fact that taxes are imputed to a utility in situations where the utility 
pays no actual taxes because the corporate income tax allowance is based on the 
regulatory book income of the utility in question. EPSA’s analysis assumes that the 
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required rate of return is 12 percent. EPSA then asserts that in the absence of a tax 
allowance, a utility subject to the 35 percent corporate income tax would only pay out 
dividends equivalent to 7.8 percent net income (instead of 12 percent). 

14. 
tax return on equity to 18.5 percent, which after application of the 35 percent tax rate, 
results in the 12 percent equity return. EPSA concludes that if an allowance is not 
allowed to partnerships owned by one or more corporations, the amount returned to the 
parent corporation will not be sufficient to attract equity investment. Since EPSA 
opposes an income tax allowance for pass-through entities that are not owned by a 
corporation, and believes it unfair to deny an income tax allowance if some of the 
partnership interests are not owned by a corporation, it concludes that the Lakehead 
approach should be affirmed. 

EPSA states that in contrast, the corporate tax allowance increases the utility's pre- 

B. If a Corporation Owns the Partnership Interests 

15. Three cornmentors" argue that an income tax allowance should be allowed if the 
partnership interests are owned wholly by corporations filing a consolidated return. In 
support of this position, Kern River states that the Commission's stand alone rate-making 
policy should apply, just as it does in the case of a consolidated return that can be filed 
when a parent corporation owns at least 80 percent of a subsidiary's stock.'* All three of 
these commenters assert that in the case of a regulated partnership held within a single 
corporation and whose income is included in a consolidated return, the income from the 
regulated partnership generates a tax liability that is included in the jurisdictional cost of 
service of the corporate group. 

16. Kern River further states that there is no question that income generated by a 
partnership within a corporate group creates an income tax liability for the group. This is 
because, while the partnership is not taxed directly, its income is flowed through to the 
corporations that hold the partnership interests. Duke Energy further asserts that 
BP West Coast was not intended to invalidate an income tax allowance for pass-through 
entities owned by corporations and at a minimum that decision should be restricted to its 

Duke Energy Corporation; Kern River Gas Transmission Company (Kern 11 

River); Texas Gas Transmission, LLC. 

The stand-alone policy provides that income tax allowance of a corporate 12 

subsidiary should be determined based on the actual or potential income tax obligation of 
that subsidiary. Thus, the amount of the allowance is not based on the tax obligation of 
the parent company in the test year in which the consolidated return is filed. See City of 
Charlottesville v. FERC, 774 F.2d 1205 (D.C. Cir. 1985) (City of Charlottesville). 
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facts.13 Thus, regardless of the corporate structure, the income a partnership generates is 
a part of the consolidated group's taxable income, and therefore generates a corporate tax 
liability. These commenters therefore assert that a partnership that is wholly owned by a 
corporation should be granted an income tax allowance. 

C. Opposition to Any Allowance if Taxes are not Actually Paid 

17. 
does not actually pay income taxes or has a potential liability for such taxes.14 Only one 
such commentor, the NGSA, suggests that the court's ruling should be applied on a case- 
by-cases basis. All others assert that the court's holdings should be applied uniformly to 
all partnerships, LLCs, or similar pass-through entities, thus creating a single uniform 
rule. Thus, there would be no income tax allowance for any partnership or LLC, 
including those owned by corporations that do not have an actual or potential income tax 
liability. They assert that the court's decision is binding on the Commission, and that 
there should be no income tax allowance for partnerships that do not pay income taxes. 

Ten commentors assert that there should be no tax allowance for any entity that 

18. 
to customers or consumers. This is because the gross-up for the income tax allowance 
could result in as much as a 60 percent increase in the rate of return on equity assuming 
that the regulated entity is allowed a twelve percent rate of return on equity.15 Any gross- 
up from the tax allowance represents an increase in return for entities that may be already 
charging unjust and unreasonable rates even if a tax allowance were excluded. Rather 
than provide an inflated return, they assert that any needed incentives for increased 
investment should be provided by special actions to increase the pre-tax rate of return. 
Given this alternative, denying a tax allowance will not act as a disincentive to 
investment in infra-structure facilities. 

They assert that any such phantom taxes will result in a significant increase in rates 

19. 
000 was prompted by exparte communications to the Commission and therefore no 
determinations of any specific income tax issues should be made in this proceeding. It 
further asserts that the partners investing in SFPP's parent entities will rarely pay taxes on 
the income generated by that partnership and that many such master limited partnerships 

In addition, BP West Coast Products asserts that the inquiry in Docket No. PL05-5- 

l3 Kern River at 7-8; Duke Energy at 4-5. 

Air Transport Association of America, Inc.; American Public Gas Association; 14 

BP West Coast Products; Calpine Corporation; Canadian Association of Petroleum 
Producers; Missouri Public Service Commission; Natural Gas Supply Association 
(NGSA); National Rural Electric Cooperative Association; Society for the Preservation 
of Oil Pipeline Shippers; and Valero Marketing and Supply Company. 

See BP West Coast Products at 6 ;  NGSA at 3 .  15 
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(MLP) are intended to act as tax shelters that remove cash from existing pipelines. 
BP West Coast Products concludes that providing MLPs an income tax allowance is not 
necessary to encourage new investment and that this should be done by providing an 
increased pre-tax rate of return 

20. At bottom, these commentors base their argument on three central points in the 
BP West Coast opinion. The first is that “where there is no tax generated by the regulated 
entity, either standing alone or as part of a consolidated group, the regulator cannot create 
a phantom tax in order to create an allowance to pass-through to the rate payer.7716 The 
second is that it is not “the business of the Commission to create a tax liability where 
neither an actual nor estimated tax is ever going to be paid or incurred on the income of 
the utility in the rate making proceeding.”” The third is even if an income tax allowance 
is necessary to implement a congressional mandate designed to encourage investment in 
public utility facilities, the court concluded was inadequate to create an allowance for 
fictitious taxes.” 

D. Comments Supporting a Tax Allowance for All Entities 

2 1. Twenty-four comment or^'^ support a tax allowance for all entities investing in 
public utility enterprises. These commentors start from the premise that the court did not 
have before it the realities of partnership or LLC taxation and as such did not address 

BP West Coast at 1290. 16 

Id. at 1292. 17 

Id. at 1292-93. 18 

Alaska Gas Transmission Company, LLC; American Gas Association (AGA); 
Association of Oil Pipe Lines (AOPL); American Transmission Company, LLC; Duke 
Energy Corporation; Edison Electric Institute and the Alliance of Energy Suppliers, filing 
jointly; Enbridge Inc. and Enbridge Energy Partnerships; Enterprise Products 
Partners, L.P.; Guardian Pipeline; Hardy Storage Company, LLC; INGAA; Interested 
Gas Pipeline Partnerships; Kaneb Pipe Line Operating Partnership, L.P.; Kayne 
Anderson Capital Advisors and Kayne Anderson MLP (Kayne); Kinder Morgan 
Interstate Gas Transmission, LLC, Trailblazer Pipeline Company, and Transcolorado Gas 
Transmission Company, filing jointly; MidAmerica Energy Company; Millennium 
Pipeline Company, L.P.; Plains Pipeline, L.P.; Publicly Traded Limited Partnerships; 
Northern Border Pipeline Company; Shell Pipeline Company, L.P.; Tortoise Energy 
Infrastructure Corporation; Trans-Elect, Inc.; Trans-Elect NTD Path 15, LLC; Wisconsin 
Electric Power Company and Edison Sault Electric Company, filing jointly; and WPS 
Resources Corporation (WPSR). 

19 
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them. These commenters thus believe there is no barrier to considering the issue of tax 
allowances for partnerships in light of the fuller record presented in this proceeding. In 
fact, some state that this proceeding is an opportunity to reconsider the Commission’s 
Lakehead decision, which they believe was incorrect, and to return to the Commission’s 
pre-Lakehead policies. In this regard, they conclude, contrary to the court’s statement in 
BP West Coast and the Commission’s Lakehead decision, income taxes are not like all 
other costs. Unlike operating expenses such as office supplies, rent, or wages, they argue 
that income taxes are imposed on, or imputed to, a public utility’s income, and as such 
income taxes are not a cash deduction from operations. Because the income tax 
allowance is imputed, it is grossed-up on the utility’s allowable dollar return rather than 
functioning as a charge against operating income. Thus, the income tax allowance is a 
function of the equity return, and in turn generates the cash flow that is used to pay the 
utility income taxes.” 

22. 
these twenty-four commentors assert that whether the entity is a corporation or a 
partnership, there is an actual or potential income tax liability generated by utility 
income. In turn, it is utility income that generates the cash flow used to pay the income 
taxes. They claim that this is true whether the income tax is actually paid by a 
corporation as the first tier investor, or the partners of a partnership as the first-tier 
investors. They define a first tier investor is one that invested funds in assets that are 
generating the public utility income. These commentors stress that the critical point is 
that while a partnership owns the public utility assets, it is a flow-through entity whose 
income is taxed not at the partnership level, but is taxed to and paid by the individuals or 
entities that own the partnership interests. 

Proceeding from the premise that income taxes are an imputed cost on income, 

23. Thus, they state that in the case of a partnership, the partners include the utility 
income in their income tax returns and the tax on utility income is paid at that point. *’ 
The tax on this income is paid whether or not cash distributions are made to the partners. 

Thus, for example, if gross revenues are $500, and operating expenses such as 20 

rent, fuel, labor, interest, repairs, and depreciation of $400 are charged against gross 
revenues, this would leave operating income of $100. Assuming this equals the allowed 
equity return, the corporate tax on this $100 would be $35. The $100 is therefore grossed 
up to approximately $154 to leave a $100 return after payment at an income tax rate of 35 
percent. See Northern Border at 5 - 7 and 16; INGAA at 16. 

The individual partner files a Form 1040 tax return and pays the marginal 21 

individual tax rate on the utility income. The corporate partner files a Form 1 120 tax 
return and pays the marginal corporate tax on the utility income. At the current time the 
maximum marginal tax rate in both cases is 35 percent. See EEI’s comments at 10-1 1 for 
a concise summary of partnership tax law and filing procedures. 
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In contrast, a corporation that owns a public utility asset is the taxpaying entity on the 
income generated by utility income. These commentors assert that, as with a partnership, 
the tax on this first tier income is paid whether or not dividends are paid to the 
corporation’s shareholders. The commentors therefore assert that there is no phantom tax 
liability on partnership income. This is because the tax liability on utility income is real, 
but it is paid by the partners rather than by a corporation that functions as a separate 
taxpaying entity. 

24. 
earn a return comparable to that of investment opportunities of similar risk if it is to 
attract investment.22 They state that concept refers to the after tax, not the pre-tax, return 
to the investor in the utility assets is the standard used in public utility rate making 
regardless of the form of the ownership. Thus, if the after tax return must be 12 percent 
to attract capital, then all first tier investors in the utility assets must have a reasonable 
opportunity to earn a 12 percent after tax return if the utility is to attract capital. If 
partnerships are not permitted a tax allowance on utility income, then cash will not be 
generated to pay the taxes due on that utility income, and the partnership form of 
ownership would not be competitive with the corporate form. 

These commentors also start from the basic regulatory premise that a utility must 

25. These commentors also provide various numerical examples of how income tax 
returns would differ if partnerships are not provided a tax allowance. Assuming that 
$100 is the after tax return required return to attract capital, the court’s decision would 
permit a tax allowance sufficient to cover the 35 percent maximum corporate tax that 
would be paid on corporate income. The gross-up to achieve the after-tax return is about 
54 percent and generates the cash flow to pay the tax. Thus, after the corporate income 
tax is paid, the after-tax return is 

26. If a partnership is permitted an income tax allowance, the result is the same 
because the maximum personal income tax allowance is also 35 percent. As with a 
corporation, the income tax allowance could provide the individual partners with the cash 
to pay the taxes on utility income, and therefore results in an after tax return of $1 00, the 
allowed regulatory return. However, if an income tax allowance is not allowed the 
partnership, then the partners must pay a $35 income tax on $100 of utility income, 
leaving them with only an after-tax return of $65. Therefore these commentors conclude 
that partnerships must be granted an income tax allowance to make the partnership and 
corporate business forms equally attractive because the tax implications are the same. 

F.P.C. v. Hope Natural Gas, 320 U.S. 591,603 (1943). 

See INGAA at 16-17; EEI at 13-14; Northern Border at 3-5, 7-8. 

22 

23 
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27. These commentors also explore some secondary tax factors to demonstrate the 
need for a partnership tax allowance if such entities are to be a competitive vehicle for 
investments. While taking some pains to avoid the double taxation issue discussed by the 
Court of Appeals, they point out that without an income tax allowance partnerships are 
not competitive with corporations for the individual investor who files a Form 1040 
income tax return. As noted in the previous example, without a partnership income tax 
allowance, the after tax return to a corporate investor is $100 and to the partnership 
investor it is $65. Assuming that that the corporation pays out all $100 in dividends, the 
income tax for the Form 1040 individual investor is $15, with a resulting after tax return 
of $85. 

28. 
investing either in a corporation or partnership, the partnership is not competitive if, all 
other things being equal, there is no partnership tax allowance. Moreover, if a 
corporation owns less than 80 percent of a subsidiary corporation, the subsidiary’s 
dividends are taxed. Pursuing the previous numerical example, if the ownership is 
greater than 20 percent or less than 80 percent, the 20 percent of the subsidiary’s 
dividends are taxed, or a 7 percent tax differential at the 35 percent bracket. If the 
ownership is less than 20 percent, 30 percent of the subsidiary’s dividends are taxed, or a 
9.5 percent tax differential at the 35 percent rate. This increases the cost of participating 
in large projects in which risk sharing is a consideration. 

Thus, they assert, for a Form 1040 individual investor who has the option of 

29. 
commercial advantages to partnerships beyond facilitating risk sharing. Benefits include 
the ability of some entities, such as municipalities or public transmission owners, to 
participate in partnerships, but not corporations, avoiding the expense involved in 
corporate charters, by-laws, shareholder meetings, and greater flexibility in making 
contributions in-kind and in distributing of earnings. They also argue that Congress 
clearly intended that utility firms were to be eligible for partnership treatment in order to 
encourage investment, and that the court’s ruling undercuts this important purpose. 

These commentors also assert that there are other significant administrative and 

30. Finally, these commentors assert that numerous large public utility investments 
have been made in recent years relying on the tax allowance to provide part of the 
required after-tax return.24 They note that as was discussed in the recent Trans-Elect 

24 These commentors include Algonquin Gas Transmission, LLC; Alliance 
Pipeline, L.P; ATLLC; East Tennessee Natural Gas, LLC; Egan Hub Partners, L.P.; 
Enbridge Pipeline; Horizon Pipeline Company, LLC; Great Lakes Natural Gas Pipeline; 
Green Banks Gas Pipeline, LLC; Gulfstream Natural Gas Pipeline; Iroquois Gas 
Transmission Company; Islander East Pipeline Co, LLC; Kinder Morgan Interstate Gas 
Transmission, LLC; Maritimes & Northeast Pipeline; Market Hub Partners, L.P.; METC; 
Moss Bluff Hub Partners, L.P; North Baja Pipeline LLC; Portland Natural Gas 
Transmission System; Texas East Gas Transmission, LLP; TransCanada Corporation; 
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denying a tax allowance would significantly reduce the expected returns that 
were the basis for that badly needed investment. They provide lists of numerous publicly 
traded partnerships that have substantial amounts of equity, and assert that some of these 
partnerships have made significant additional investments in reliance on the income tax 
allowance.26 For these reasons these commentors conclude that all entities investing in 
utility operations, and generating utility income, should be permitted an income tax 
allowance. As discussed in the WPPI and EEI comments, the size of the allowance 
would be determined by the weighted maximum tax rate of the partners involved. Any 
problems of over- or under recovery would be adjusted within the partnership structure to 
assure that the benefits of any income tax allowance would not flow to a partner that had 
no actual or potential income tax liability. 

111. Discussion 
3 1. The issue is under what circumstances, if any, an income tax allowance should be 
permitted on the public utility income earned by various public utilities regulated by the 
Commission. As stated earlier, while the court’s decision in BP Vest Coast only 
addressed the particulars of a certain oil pipeline, the numerous comments submitted here 
indicate that partnerships or other pass-through entities are used pervasively in the gas 
pipeline and electric industries as well. Upon review of the comments, there appear to be 
four possible choices: (1) provide an income tax allowance only to corporations, but not 
partnerships; (2) give an income tax allowance to both corporations and partnerships; 
(3) permit an allowance for partnerships owned only by corporations; and (4) eliminate 
all income tax allowances and set rates based on a pre-tax rate of return. 

32. 
Lakehead policy and permit an income tax allowance for all entities or individuals 
owning public utility assets, provided that an entity or individual has an actual or 
potential income tax liability to be paid on that income from those assets. Thus a tax- 
paying corporation, a partnership, a limited liability corporation, or other pass-through 
entity would be permitted an income tax allowance on the income imputed to the 
corporation, or to the partners or the members of pass-through entities, provided that the 
corporation or the partners or the members, have an actual or potential income tax 
liability on that public utility income. Given this important qualification, any pass- 

Given these options, the Commission concludes that it should return to its pre- 

~~ ~ 

Trans-Elect ND- 15; Tuscarora Gas Transmission Company; Saltville Gas Storage 
Company, L.L.C; and Shell Pipeline Company. 

25 Trans-Elect NTS Path Is, LLC, 109 FERC 7 6 1,249 (2004) (Trans-Elect). 

See comments of: Duke Energy Corporation at 9- 10,30; Enbridge Inc and 26 

Enbridge Energy Partners at 4-5; Gas Pipeline Partnerships at 2-4; Millennium Pipeline 
Company, L.P. at 2; Northern Border Pipeline Company at Appendix A; Publicly Traded 
Partnerships at 13- 14. 
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through entity seeking an income tax allowance in a specific rate proceeding must 
establish that its partners or members have an actual or potential income tax obligation on 
the entity’s public utility income. To the extent that any of the partners or members 
do not have such an actual or potential income tax obligation, the amount of any income 
tax allowance will be reduced accordingly to reflect the weighted income tax liability of 
the entity’s partners or members.27 

33. 
allowance holdings of its earlier Lakehead orders. As stated in EEI’s comments, 
Lakehead mistakenly focused on who pays the taxes rather than on the more fundamental 
cost allocation principle of what costs, including tax costs, are attributable to regulated 
service, and therefore properly included in a regulated cost of service.28 Relying on 
BP West Coast, some commenters assert that because a pass-through entity pays no cash 
taxes itself, this results in a phantom tax on fictional public utility income. However, the 
comments summarized in sections A and D of Part I1 of this policy statement demonstrate 
that this assumption was incorrect. While the pass-through entity does not itself pay 
income taxes, the owners of a pass-through entity pay income taxes on the utility income 
generated by the assets they own via the device of the pass-through entity.2g Therefore, 
the taxes paid by the owners of the pass-through entity are just as much a cost of 
acquiring and operating the assets of that entity as if the utility assets were owned by a 

In reaching this conclusion, the Commission expressly reverses the income tax 

corporation. The numerical examples discussed in sections A and D of Part I1 of this 
policy statement also establish that the return to the owners of pass-through entities will 

27 This is a technically complex issue that would be addressed in individual rate 
proceedings as suggested by EEI and WPPI. 

28 EEI comments at 8. In support of this point several commenters cite to City of 
Charlottesville, supra, note 12, for the proposition that a tax cost involves real taxes but 
not necessarily require that cash taxes be paid by the regulated entity. See EEI at 1 1 - 13; 
INGAA at 12- 13; Joint Comments of the Interested Gas Pipeline Partnerships at 1 0- 12; 
AOPL at 8-9. 

*’ The comments and numerical examples submitted by the EEI, INGAA, and 
Northern Border demonstrate that under partnership law the partners, or members, of 
pass-through entities pay taxes on the public utility income of the operating entities that 
they control through the partnership or other pass-through entity. See EEI at 13-1 5; 
INGAA at 15- 17; Northern Border at 5-8; Shell Pipeline Company LP at 4; and 
WPS Resources at 14- 16. 
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be reduced below that of a corporation investing in the same asset if such entities are not 
afforded an income tax allowance on their public utility income.30 

34. As several commentors point out, a detailed discussion of the realities of 
partnership tax practice was not before the court when it reviewed the Opinion No. 435 
orders. Because public utility income of pass-through entities is attributed directly to the 
owners of such entities and the owners have an actual or potential income tax liability on 
that income, the Commission concludes that its rationale here does not violate the court’s 
concern that the Commission had created a tax allowance to compensate for an income 
tax cost that is not actually paid by the regulated utility. As explained in detail by the 
comments summarized in sections A and D of Part I1 of this order, the reality is that just 
as a corporation has an actual or potential income tax liability on income from the first 
tier public utility assets it controls, so do the owners of a partnership or LLC on the first 
tier assets and income that they control by means of the pass-through entity. 

35. 
specific physical assets that are generating the public utility income that results in a 
potential or actual income tax liability. In the case of Trans-Elect, this would be the 
investment that the partnership made in the upgrade to the Path 15 transmission line in 
California. As discussed in Trans-Elect, supra, the owners of Trans-Elect NTD Path 15, 
LLC, are a Subchapter C corporation (PG&E) and one LLC, Trans-Elect, LLC3’ If no 
income tax allowance is permitted on Trans-Elect NTD Path 15’s public utility income, 
the return to the investing entities would be less than if PG&E had invested directly in the 
line. 

The first tier income involves the investors in the pass-through entity holding the 

36 .  
in section D of Part I1 of this policy statement, termination of the allowance would clearly 
act as a disincentive for the use of the partnership format for two reasons. First is the 

As set forth in the previously cited examples provided in the comments discussed 

30 The record suggests that there is a substantial amount of existing investment at 
issue in this proceeding. See Duke Energy at 2 ( 75 percent of $14.4 billion in energy 
infrastructure invested for the years 2001 through 2003 is in pass-through entities); 
Enbridge, Inc. at 4 ( ownership interests in over 20,000 miles of crude oil, petroleum 
products, and natural gas pipelines); Enterprise Products Partners, L.P. at 1 (enterprise 
value of approximately $14 billion); Kaye Anderson at 1 (in excess of $1 billion in MLP 
equity); Publicly Traded Partnerships at 1-2, 13 (Figure 1 and text, market capitalization 
of publicly traded partnerships of $47.3 billion in 2004), and at 14, table of publicly 
traded partnerships owning and operating energy pipelines (market capital $38.5 billion.) 

31 Trans-Elect, supra, note 8, at PP 2-4. Trans-Elect develops merchant 
transmission lines. Trans-Elect comments at 1-2. 
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difference in the nominal return itself. The second is that the income taxes paid by two 
corporations investing in this situation would increase because one or both would not be 
able to benefit from the tax advantages of a consolidated income tax return.32 It should 
be noted that if such first tier assets are owned only by Subchapter C corporations, their 
rates would include an income tax allowance designed to recover the 35 percent 
maximum corporate marginal tax rate.33 The same result obtains if the assets are owned 
by a partnership or an LLC that is in turn owned either by Subchapter C corporations or 
by individual investors. 

37. 
public utility ratepayers, and may actually reduce them if a partnership or LLC has a 
lower weighted marginal tax rate and fewer administrative expenses than the normal 
corporate ownership The Commission therefore concludes that, as is argued by 
the cornmentors urging an income tax allowance for all public utility entities, providing 
an income tax allowance to partnerships in proportion to the interests owned by entities 
or individuals with an actual or potential income tax liability does not create a phantom 
income tax liability. The fact that some partnerships or LLCs may be used for financial 
investments rather than for making infrastructure investments does not warrant a different 

Thus, the policy the Commission is adopting should not result in increased costs to 

policy result here.35 Moreover, the Commission emphasizes that the primary rationale for 
reaching the conclusion here is to recognize in the rates the actual or potential income tax 

32 As discussed in the comments, if a Subchapter C corporation owns 80 percent or 
more of a subsidiary, there is no income tax paid by the subsidiary. All taxation is at the 
parent level through the use of a consolidated return. See Northern Border at 6-7 and 
11-12; INGAA at 15-17. 

33 This analysis suggests that if partnerships and limited liability companies are not 
permitted to have an income tax allowance, there are strong incentives to shift to the 
taxable corporate ownership form. This could be done by converting a partnership to an 
LLC and then electing to have that entity taxed as a Subchapter C corporation. Once this 
was done, then the newly taxable entity, which would be operating the very same assets 
as it did as a pass-through entity, would be entitled to a 35 percent income tax allowance. 
C’ AOPL at 9. 

As discussed in the WPPI and EEI comments, if a partnership or LLC has 34 

municipal governments as some of the partners or LLC members, the tax allowance is 
reduced because municipalities and their operating entities have no actual or potential 
income tax liability on utility income. 

35 The partners of master limited partnerships have actual tax liability for any 
income recognized by the partnership. However, distributions may substantially exceed 
partnership book income. Such distributions do have an ultimate income tax liability 
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liability ultimately attributable to regulated utility income. Having concluded that this 
will not result in phantom income taxes, it is then legitimate to conclude that the result 
here will facilitate important public utility investments such as that made by Trans-Elect 
NTD Path 15, LLC in the Path 15 upgrade. 

38. 
second tier income that lead to the double taxation rationale that the Commission 
incorrectly advanced in Lakehead. Dividends paid to the common stock investor and by 
the corporate investor in a pass-through entity are second tier income to such a common 
stock investor. As such, an income tax is paid by the investor in addition to the corporate 
tax that is due on the first tier income. In contrast, first tier income flows either to the 
corporation, a corporate partner, or individual partners (or LLC members) and is taxed at 
that level. To the extent Lakehead either concluded or assumed that dividend payments 
and income, and partnership distributions and income, have the same ownership and 
income tax characteristics, this is simply incorrect as a matter of partnership and income 

In retrospect, it was the Commission’s failure to distinguish between first and 

depending on the status of the capital account of the individual partners. This matter can 
present complex allocation and timing issues that would be addressed in individual rate 
proceedings. However, a simple numerical example can illustrate the basic principles. 
For example, assume that an individual invests $100 in a partnership and obtains a ten 
percent interest in that partnership. This establishes a partnership account (or basis) for 
the individual of $100. During year one of that investment the partnership has $100 in 
income before depreciation and depreciation of $70. The partnership therefore has net 
income of $30 and also makes a distribution of $100. Since the individual partner owns 
ten percent of the partnership, that partner must declare $3 in income on the individual’s 
1040 tax form, but does not pay taxes on the $10 distribution made to that partner. 

The capital account of the individual partner is adjusted as follows. Ten percent of 
the partnership income before depreciations (or $10) is allocated to the individual partner 
and is added to that partner’s account. Ten percent of the partnership depreciation, or $7, 
is deducted from the account, as is the cash distribution. The individual’s partnership 
account therefore stands at $93 ($100 -t $1 0 - $10 - $7). In year two the partnership 
income is zero and no distributions are made, so the individual’s partnership account is 
unchanged. However, that individual partner sells the partnership interest for $105. This 
difference is taxable as follows. Since $7 of the sale price is a gain above the 
year 2 partnership account level of $93, it will be taxed as income. This results in a tax 
on the cash that was distributed in the prior year but for which no income tax was paid at 
that time. Depending on the nature of the depreciation taken, the $7 may be taxed as 
ordinary income through the operation of various recapture provisions. The additional $5 
is also income and is also taxed, most likely at the capital gains rate since it is gain in 
excess of the partner’s original capital investment of $100. 
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tax law?6 The court summarized this situation succinctly when it stated that presumably 
both corporate owners and individuals would pay taxes on public utility assets they 
control. Similarly, like a Subchapter C corporation, partners may have deductions or 
losses that offset the income from a specific public utility asset or which may neutralize 
the operating income from the asset itself. But this does not preclude such a corporation 
from obtaining an income tax allowance under the Commission’s stand-alone d~ctrine.~’ 
Just as there are no rational grounds for granting an income tax allowance on partnership 
interests owned by a corporation and denying one to those owned by individuals, there 
are no rational grounds for reaching a different conclusion for the deductions and offsets 
for taxpaying partners or LLC members. 

39. The Commission further concludes that the alternatives listed at the beginning of 
this Part I11 of this policy statement are not practical or are inconsistent with the court’s 
remand. First the Commission agrees with the court’s conclusion in BP West Coast that 
the Commission in Lakehead did not articulate a rational ground for concluding that there 
should be no tax allowance on partnership interests owned by individuals, but that there 
should be one for partnership interests owned by corporations. As the court stated, 
presumably individual partners pay taxes on their public utility income just as corporate 
partners pay income tax on theirs. The comments summarized in sections A and D of 
Parts I1 of this order affirm that common sense observation. The court’s rejection of 
Lakehead likewise establishes why the Commission cannot simply limit income tax 
allowances to partnerships that are wholly owned by corporations, since doing so in 
effect denies a tax allowance to the partners of a partnership with no corporate 
ownership. 

40. Similarly, there no rational reason to limit the income tax allowance to public 
utility income earned by a corporation. Public utility income controlled directly by an 
individual may also be taxed. The partnership entity is simply an intermediate ownership 
device that leads to the same tax result. Since both partners and Subchapter C 
corporations pay income taxes on their first tier income, the inconsistency that 
undermined Lakehead applies here as well. Finally, the comments rightly suggest that it 
would be difficult to establish rates based on a pre-tax rate of return. If the Commission 
were simply to raise the rates to equalize the pre-tax and after-tax returns, all this would 
do incorporate a presumed marginal income tax rate into the rate structure. The result is 
the same for the rate payer although the nominal rate of return is much higher. Moreover, 
most comparable securities trade on the basis of a corporation’s after-tax return on its 
public utility income.38 Thus, it would be hard to determine what the appropriate pre-tax 

36 See ATCLLC at 5. 

See City of Charlottesville, supra, note 12. 31 

38 As discussed, the investor then receives a dividend and pays a second tax on that 
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return should be based on traded equities alone. Since it is impractical not to give an 
income tax allowance to any jurisdictional entities due to the problems of determining an 
appropriate pre-tax rate of return, the Commission again concludes that an income tax 
allowance should be afforded all jurisdictional entities, provided that the owners of pass- 
through entities have an actual or potential income tax liability. 

41. 
court’s remand. First, the court concluded that denying a partnership an allowance on the 
proportion of partnership interests owned by individuals would not prevent over-recovery 
by such individuals, since any tax savings would be distributed in proportion to all the 
partnership interests. The Commission recognizes that rate payers should not incur the 
expense of an income tax allowance to the extent that an owning partner or LLC member 
has no actual or potential income tax liability for the income generated by the interest it 
owns. As WPPI and ATCLLC explain, this can be avoided by limiting the income tax 
allowance to a blended rate that reflects the income tax status of the owning interest.39 
The use of the weighting approach assures that the rate payers will not be charged more 
than the actual tax cost the investors incur regardless of the ownership form. The 
problems of over- and under-recovering alluded to in the court’s order can be addressed 
through the distribution provisions of the partnership agreement.40 

There are three final points that should be discussed in addressing the effect of the 

42. Second, whether a particular partner or LCC member has an actual or potential 
income tax liability, and what assumptions, if any, should determine the amount of the 
related tax rate, are matters that should be resolved in individual rate proceedings. This is 
a fact specific issue for which the relative data is uniquely within the control of the 
regulated entity. Thus, any pass-through entity desiring an income tax allowance on 
utility operating income must be prepared to establish the tax status of its owners, or if 
there is more than one level of pass-through entities, where the ultimate tax liability lies 
and the character of the tax incurred. This could be done through determining the 
distribution of ownership interests at the end of the standard test year. Finally, some 
parties assert that this proceeding is tainted by exparte communications that preceded the 
issuance of the Commission’s December 2,2004 notice of inquiry. These are without 
merit as the relevant communications were filed in the appropriate dockets and the 

income to determine the investor’s after tax return. This is somewhat less than the return 
from a partnership interest that benefits from an income tax allowance. 

39 WPPI at 5-6 and 12-13; ATCLLC at 6 .  

40 The court was concerned that the income tax allowance granted for corporate 
partners would increase the cash available for distribution to all partners, thus providing 
an increased return to the individual partners that the Lakehead doctrine was intended to 
prevent. Adjustments within the partnership agreement should assure that this does not 
result while preserving the incentives to establish flexible investment vehicles. 
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Commission’s notice of inquiry provided all interested parties an opportunity to 
comment. The decision here is based on the record developed by those comments. 

The Commission orders: 

The income tax allowance policy adopted in the body of this policy statement shall 
be applied in pending and future rate proceedings of public utilities subject to the 
Commission ’ s rat e jurisdiction. 

By the Commission. 

( S E A L )  

Linda Mitry, 
Deputy Secretary. 
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I. 

A. 

Q- 

A. 

Q* 

A. 

Q. 
A. 

11. 

Q. 
A. 

INTRODUCTION AND PURPOSE OF TESTIMONY 

My name is Marc L. Spitzer. My business address is 1330 Connecticut Avenue 

NW, Washington, DC 20036. 

ARE YOU THE SAME MARC SPITZER THAT FILED REBUTTAL 

TESTIMONY IN THIS CONSOLIDATED DOCKET? 

Yes. 

HAS ANYTHING CHANGED WITH RESPECT TO YOUR 

EMPLOYMENT OR RESPONSIBILITIES? 

No, I am still a partner in the Washington, D.C. office of Steptoe & Johnson LLP, 

practicing in the area of Federal and State utilities regulation. 

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY? 

I will provide rejoinder testimony in response to the surrebuttal filings by Staff and 

RUCO addressing Pima’s request to recover income taxes as part of its cost of 

service. 

SUMMARY OF PIMA’S REJOINDER POSITION 

BRIEFLY SUMMARIZE YOUR REJOINDER TESTIMONY. 

The heart of the issue is whether income tax arising from Pima’s income from 

operations “exists.” My rebuttal testimony observed that RUCO has confused the 

accrual of an income tax liability with the payment of income tax. I further 

observed that every dime of income tax liability created by a pass-through entity 

and paid by Tier I1 investors is just as real as income tax paid at the Tier I 

(corporate) level. My rejoinder testimony builds upon the rebuttal testimony 

through the use of examples that demonstrate that income of Pima (and any pass- 

through entity) creates “real” income tax. 

1 
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Q. 

A. 

Q. 
A. 

WHAT REASONS DOES RUCO WITNESS RIGSBY GIVE FOR 

OPPOSING PIMA’S INCOME TAX ALLOWANCE? 

Mr. Rigsby believes the income tax liability arising from Pima’s operations doe: 

not exist.’ Mr. Rigsby states that because there is no remittance of tax associatea 

directly with the filing of Pima’s Form 1120s the tax does not exist.* Mr. Rigsbq 

fkrther asserts that Tier I1 taxes do not exist because they are paid on the 

“personal” returns of Pima’s  shareholder^.^ 
IS THE ISSUE THAT NARROW - THAT TIER I1 TAXES DON’T EXIST? 

Yes. Mr. Rigsby’s position is that taxes on Pima’s income, paid by Pima’s 

shareholders, don’t exist. In his direct testimony, Mr. Rigsby misstated the holding 

of the D.C. Circuit Court of Appeals in BP West Coast Products, LLC v. FERC, 

374 F.3d 1263 (D.C. Cir 2004).4 Mr. Rigsby also quoted verbatim from David Cay 

Johnston.’ Mr. Johnston has opined that the use of pass-through entities to operate 

common carriage oil pipelines tariffed under the Interstate Commerce Act is 

improper and perhaps illegal. I explained in my rebuttal testimony that Congress 

permits oil pipelines to operate as master limited partnerships, and Mr. Johnston’s 

arguments have been rejected.6 

Mr. Rigsby’s reliance on Mr. Johnston is misplaced. If Pima were to be 

formed today, it would doubtless be formed as an LLC. Pima was not formed as a 

subchapter S corporation in 1972 from any malevolent intent. In surrebuttal 

Surrebuttal Testimony of William A. Rigsby (“Rigsby Sb.”) at 3 - 4. 
Id See also id. at 8. 
“So any tax liability owed on the S corporation income is a tax on the personal income of the S 

This citation is inconveniently omitted by Mr. Rigsby in his direct testimony. See Direct Testimony of 

Id at 13 - 14. 
BP West Coast Products LLC v SFPP, 121 FERC 161,239 (2007). 

I 

2 

corporation shareholder as opposed to a flowed through corporate tax liability.” Id at 8. 

William A. Rigsby (“Rigsby Dt.”) at 13. 
4 

2 



1 the Johnston position and 

8 

9 

PLEASE PROVIDE SOME EXAMPLES THAT SHOW TIER I1 TAXES 

EXIST. 

Let’s take four case studies. In Example I, Joe decides to go into the utilitj 

business as a sole proprietor. Joe applies for and receives a certificate (Joe’: 

Utility Business) and earns $100,000 in income. Joe prepares a Schedule C 

reflecting his $100,000 net income from his new utility business and $100,000 i: 

reported at Line 12 of his Form 1040. If there are no other items of income, loss 

expense, credit, deduction, exemption, etc. for 201 1 Joe will remit a check payable 

to the United States Treasury in the amount of $21,617 as a direct consequence oj 

the operation of Joe’s Utility Business. 

In Example 11, Joe takes on a 50150 partner (with the permission of the 

Commission) who works just as hard as Joe, and each generates $100,000 in utility 

net income, producing total taxable income for Joe’s Utility Business in the amounf 

of $200,000. Under Arizona law, Joe’s Utility Business is now a general 

partnership, and under the tax code Joe’s Utility Business is a pass-through entity. 

Joe prepares IRS Form 1065 to report income for Joe’s Utility Business that 

reflects the two partners’ income tax liability in the amount of $100,000 each. 

Joe’s Utility Business submits IRS Form K-1 to Joe showing $100,000 in taxable 

income. Joe reports the $100,000 income on Schedule E and again at Line 17 of 

his Form 1040. Based on the same facts as Example I, Joe will pay the identical 

amount of $21,617 to the United States Treasury as a direct consequence of his 

$100,000 share of the income of Joe’s Utility Business. 

In Example 111, again with the prior approval of the Commission, Joe’s 

Utility Business forms an Arizona corporation pursuant to Title X, Arizona 

10 
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Q* 

A. 

testimony, Mr. Rigsby has apparently abandonec 

retreated to the ground that Tier I1 taxes do not exist. 
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Revised Statutes, and then makes an S election. Under Arizona law, Joe’s Utility 

Business has been converted from an Arizona general partnership to an Arizon: 

corporation. Under the tax code, Joe’s Utility Business remains a pass-througl 

entity, albeit under Subchapter S rather than Subchapter K of the Internal Revenut 

Code. Assume the same facts as in Example 11. Joe will prepare and file IRS Fom 

1120s rather than Form 1065 to report to IRS the Federal income tax liability 01 

Joe’s Utility Business. The result on Joe’s personal Form 1040 will be similar tc 

Example 11. Joe will report his share of the income of Joe’s Utility Business ai 

Schedule E (the difference being the $100,000 is reported as S corporation incomc 

rather than partnership income on Part 11) and, again, Joe will remit $2 1’6 17 to the 

United States Treasury for his share of the income of Joe’s Utility Business. 

In Example IV, Joe’s fellow shareholder retires Gom the utility business, 

leaves the country and becomes a citizen of Ireland. Joe’s Utility Business remains 

an Arizona corporation, but the S election for Joe’s Utility Business is terminated 

and the entity is now taxable as a C corporation. Assume Joe has his normal year 

and Joe’s Utility Business (with just Joe working) earns $100,000. Joe’s Utility 

Business would file IRS Form 1120 and the corporate entity would tender a check 

to IRS in the amount of $22,250. Joe would only pay taxes on his Form 1040 if he 

received dividends during that year. 

WHAT CONCLUSIONS DO YOU DRAW FROM THESE FOUR 

EXAMPLES? 

Joe’s Utility Business earned taxable income in each example above, and in every 

case the taxes were paid. The utility generated the taxable income and the taxes 

did not disappear. The income tax allowance arises as a result of the conduct of the 

utility business-whether Joe’s Utility Business reports the income to IRS on Form 

1040 Schedule C, Form 1065, Form 1 120s or Form 1120. For utility ratemaking 

Q. 

A. 
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Q. 

A. 

purposes, it should not matter whether the check to the United States Treasury i: 

attached to IRS Form 1040 or IRS Form 1120. In Examples I and IV, the taxes art 

paid at Tier I. In Examples I1 and 111, taxes are paid at Tier 11-a distinctior 

without a difference. In all four examples, taxes are paid with respect to thc 

taxable income of Joe’s Utility Business. 

CAN YOU OPINE ON THE CONCLUSIONS MR. RIGSBY MIGHT DRAW 

FROM THESE EXAMPLES? 

Clearly, he would allow the income tax allowance to Joe’s Utility Business ir 

Example IV because the payment was reported on Form 1120. Based on his 

testimony though, I assume the reporting of the income tax liability of Joe’s Utili9 

Business on Form 1120s (Example 111, which is the situation of Pima) would 

disqualify the income tax allowance notwithstanding the payment of tax by Joe on 

his Form 1040. I further assume Mr. Rigsby would reach the same result in 

Example 11, because although the full liability was reported on Form 1065, the tax 

was paid by Joe as a partner (Tier 11) on his individual income tax return. I am not 

sure what he would conclude as to Example I, the sole proprietorship hypothetical. 

Either way, granting the allowance because tax is paid at Tier I or rejecting the 

allowance because the tax payment is reflected on a personal income tax return, 

illustrates that Mr. Rigsby’s position is arbitrary. 

In all four examples, Joe’s Utility Business earns income and income tax is 

paid. In all four examples, the same income exists. In all four examples, tax 

exists. The only difference is that in Example IV the tax borne by Joe’s Utility 

Business is higher. Example I would illuminate whether Mr. Rigsby believes 

income taxes paid to the IRS “cease to exist” because they are paid at Tier 11, or 

whether they “cease to exist” because the check to IRS is attached to Form 1040. 

5 
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Q* 

A. 

Q* 

A. 

Neither theory is sufficient to cause the $21,617 in taxes paid by Joe to cease tc 

exist in Examples I1 and 111. 

IS THERE ANY POLICY RATIONALE TO SUPPORT THE RESULI 

PERMITTING AN INCOME TAX ALLOWANCE FOR EXAMPLE I\ 

(AND POSSIBLY EXAMPLE I) BUT NOT EXAMPLES I1 AND III? 

No. 

IN YOUR REBUTTAL TESTIMONY YOU DISCUSSED FERC 

PRECEDENT ON THE INCOME TAX ALLOWANCE FOR PIPELINES 

WHAT IS THE RELEVANCE OF FERC’S AUTHORITY IN THIS AREA? 

Obviously this Commission is not bound by FERC precedent. Nor should the 

Commission follow FERC because it is FERC. However, orders from FERC anc 

the Federal Courts are, I believe, relevant in two respects. First, FERC grappled 

with the “phantom income” argument advanced by Mr. Johnston and relied on by 

Mr. Rigsby, at least in his direct testimony. FERC thoroughly analyzed, in the 

Policy Statement on Income Tax Allowance, 11 1 FERC fi 61,139 (2005), and more 

closely in Orders 5 11 and 5 1 I-A, 137 FERC fi 61,220 (201 I), the question of 

whether Tier I1 taxes are “real.” Secondly, FERC reversed the Lakehead precedent 

(Lakehead Pipeline Company, LP, 71 FERC 7 61,388 (1995) reh ’g denied 75 

FERC 7 6 1,18 1 (1996). In this proceeding, Pima requests that the Commission re- 

evaluate whether disallowance of the income tax allowance is good policy, and 

FERC’s prior undertaking provides invaluable insight into this exact issue. FERC 

changed its mind because the Lakehead precedent did not produce just and 

reasonable rates and created an artificial impediment to investment in utility 

infrastructure. In the pipeline sector, much like other businesses, new investment 

is flowing into pass-through entities. There is no reason to create a Hobson’s 

choice of forcing a company (its investors and ultimately its customers) to either 
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pay higher C corporation taxes or forfeit the income tax allowance. FERC changed 

its policy in light of the changed circumstances. This Commission should do so as 

well, after its own analysis of course, but for similar reasons. 

EXPLAIN STAFF’S OBJECTION TO PIMA’S INCOME TA3 

ALLOWANCE. 

Staff does not deny that the taxes paid by Pima’s shareholders exist. Staff believe! 

that the income reported on Forms 1040 by Pima’s shareholders is investmeni 

income, rather than utility operating i n ~ o m e . ~  

HOW DO YOU RESPOND TO THAT ARGUMENT? 

Example I demonstrates the flaw in this reasoning. Just because Joe reports 

income from Joe’s Utility Business on Form 1040 does not mean the income loses 

its character as income generated due to the utility providing service, even though 

income is reported and tax is paid on a “personal” rather than corporate tax return. 

And if Staff concedes that an income tax allowance is appropriate in Example I, on 

what non-arbitrary basis would it be denied to Joe in Examples I1 and III? It is an 

unassailable fact that in Examples I, I1 and I11 income is earned by Joe’s Utility 

Business that is reported in each case on Joe’s Form 1040, resulting in identical 

income tax payments to the IRS in the amount of $21,617. There is no legal 

requirement that the check to IRS be attached to Form 1120 rather than Form 1040 

else the tax allowance be forfeit. Whether the utility files Form 1120, Form 1065, 

Form 1120s or Form 1040, income is earned, income is reported and tax is paid. 

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY? 

Yes. 

Q* 

A. 

Q. 
A. 

Q. 
4. 

Surrebuttal.Testimony of Crystal Brown at 9 - 12. 
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PIMA UTILITY COMPANY 
ANALYSIS OF DISTRIBUTIONS 
12/31/20110 

SHAREHOLDER OWNERSHIP % 

Edward J. Robson Family Trust 
71 558 
John R. Norton Ill 
291 1 
Kimberley A. Robson 
73072 
Lynda R. Robson 
73073 
Mark E. Robson 
73074 
Steve S. Robson 
74883 
Kimberley A. Robson 2006 Irrevocable Trust 
71935 
Lynda R. Robson 2006 Irrevocable Trust 
72032 
Mark E. Robson 2006 Irrevocable Trust 
72067 
Steve S.  Robson Subchapter S Trust 
72577 
Robert D. Robson Subchapter S Trust 
72407 
Robert A Micalizio Irrevocable Trust 
901 845 
Robert D. Robson 
74882 
Michael R. Norton Living Trust 
1842891 
Melanie Marie Norton Trust 
1842904 
Norton Family Living Trust as Restated 6/14/06 
184291 2 
Michael D. Robson 1997 Irrevocable Subchapter S Trut 
1005735 
Robert D. Robson 1997 Irrevocable Subchapter S Trust 
1005743 
Roger L. Stevenson Irrevocable Trust 
901837 
Arthur A Carrol Irrevocable Trust 
889292 

41.4090% 

10.2350% 

4.2367% 

4.2367% 

4.2367% 

4.2367% 

4.0434% 

4.0434% 

4.0434% 

4.0434% 

2.9627% 

2.7455% 

1.8377% 

1.2460% 

1.2460% 

1.2460% 

1.0287% 

1.0287% 

0.9708% 

0.9236% 

100.0001% 



Robson Utility Companies 
Board of Directors 

Pima Utility Company: 
Edward J. Robson 
Mark E. Robson 

Lago Del Or0 Water Company 
Edward J. Robson 
Steven S. Robson 
Vicky J. Cox-Golder 
Lloyd W. Golder 

Saddlebrooke Utility Company 
Edward J. Robson 
Mark E. Robson 

Quail Creek Water Company 
Edward J. Robson 
Mark E. Robson 

Picacho Water Company 
Edward J. Robson 
Mark E. Robson 

Picacho Sewer Company 
Edward J. Robson 
Mark E. Robson 

Ridgeview Utility Company 
Edward J. Robson 
Mark E. Robson 

Mountain Pass Utility Company 
Edward J. Robson 
Mark E. Robson 
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the Compwiy's proposal to adjust revenues to test year cUSaDmer levels. The 
o h  a@&ln?mt reaaoves the a.135 Cost of a pump from cost of service thar 
s h d  be capitalized and included in plant in-service. 

Ptease explain the SI03 increase proposed by the Company to liucnses expense. 

A check issued and charged IO licenses expense for $3,103 ia a previous year was 
voided wing the rest year aad reissued for $3,000. The result is that licenses 
exppase is  understated by $103 during the test year. The profwma adjustment 
progosed 5 y rba Company is necesary so that the amount for licenses reflects the 
actuai cost for licenses during the &st year. 

P b  explain the proforma adjustment proposed by the Company that reduces 

0 
4.l cz '> 

1; 68. 0. 

A. 

IW 
* 

Q 
4 1  

69. Q. 
&oxacnseg by 513,642 

A. This item w s  the resuiz of an envy made in error. The proforma adjustment 
mmwes tbz item from thc test year cost of service. 

Please apbin  the Campy's proposal to reduce insurance expense by S5:OOO. 70. Q. 

A "hey rqmseM the amount incurred by the Company to satis@ a deductible for 
an insuraRce claim. This claim is not expected to recur and should be removed 
Fronr rbr test year cust of service. 

n. 0. 
by$S,346 rsd tc.styklr bpidar by St.461. 

Please gpiah tkt Caqwny's pmposed adjustments to increase test year wages 

A. Thesd amornts tefbct m amuaiization of known and meauuable wages that 
were in et?& as of the cad of the test year. 

72. Q. What wsf the concern expnssed in the Company's last rate application that 
c&!dnaeed in Dacisbn No. W 4 3  regding the Chief Executive Oficer's ("CEO") salary? 

A. That two CEO's received salaries yet devoted less than IW! of their time to the 
ctlbtp*sy. 

?3. Q. Is dn: Company requtsting that more than one CEO salary be included in rates in 
thiSrp(rlication? 

A. 

74, Q. 
im&ded In rates, is the c ~ c ~ ~ e t n  r;aised in Decision No. 58743 &bout two CEO salaries valid in 

No. The Campany is requesting $1 9,875 fw one CEO. 

Si- the Chmpsny is requesting that the cost of only one CEO's salary be 

&%tat# ilf@k&hQ? 

A. No. 

75. Q. Did the (=ompany conduct a wage study to support the inclusion of one CEO's 
evefi ririczugh I k ~ i ~ i O f l  Nv. 58743 did not q u i r e  this mdy? 
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PIMA UTILITY COMPANY - SEWER DIVISION 
DOCKET NO. W-02199A-11-0330 

RESPONSE TO STAFF’S FIRST SET OF DATA REQUESTS 

October 2 1,20 1 1 

Response provided by: Chris Sabin 

Title: Controller 

Company: Pima Utility Company 

Address: 9532 East b g g s  Road 
Sun Lakes, AZ 85248 

Company Response Number: CSB 1 - 1 

Q. General Ledger - Please provide a copy of the Company’s general ledger of test 
year transactions showing beginning and ending balances. Provide a legend to explain 
symbols, abbreviations, codes, and other markings that would be helpful in interpreting 
the general ledger. 

RESPONSE: See attached. 

2501276 1 





PIMA UTILITY COMPANY - SEWER DIVISION 
DOCKET NO. W-02199A-11-0330 

RESPONSE TO STAFF’S FIRST SET OF DATA REQUESTS 

Response provided by: 

Title: 

Company: 

Address: 

Company Response Number: 

November 18,20 1 1 

Chris Sabin 

Controller 

Pima Utility Company 

9532 East Riggs Road 
Sun Lakes, AZ 85248 

CSB 1-29 

Q. Employee Salarv and Wage Information - Please answer or provide the following: 

a. 

b. 

Copies of all labor agreements that are reflected in the test year expenses 
and any related payroll adjustments. 

A schedule of the names, titles, and annual salaries (excluding any 
incentive pay) of all employees actual payroll expenses and employee 
benefits by account charged for the test year. 

State whether or not the employee works solely for the sewer division of 
Pima Utilities. 

A schedule of actual employee levels vs. budgeted employee levels for the 
years 2008,2009, and 2010. 

A schedule of actual overtime payroll hours vs. budgeted overtime payroll 
hours for employees for the test year. 

Identify any early retirement plans in effect during or after the test year. 

c. 

d. 

e. 

f. 

RESPONSE: The Company previously objected to subpart a of this Data Request, 
however, now withdraws the objection. There were no labor agreements during the test 
year. 

b & c. A schedule of the names, titles, salaries and burden by general ledger 
account is attached. 

d. 
attached. 

A schedule of actual employee levels for the years 2008, 2009 and 2010 is 

2501276 34 



e. 

f. 

A schedule of actual overtime hours for the test year is attached. 

There were no early retirement plans in effect during or after the test year. 

2501276 35 
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PIMA UTILITY COMPANY 

I DOCKET NO. W-02199A-11-0329 and SW-02199A-11-0330 
RESPONSE TO STAFF’S FIFTH SET OF DATA REQUESTS 

February 23,2012 

Response provided by: Chris Sabin 

Title: Controller 

Company : Pima Utility Company 

Address: 9532 East Riggs Road 
Sun Lakes, AZ 85248 

Company Response Number: CSB 5.9 

Q. 

Wastewater Division 

Officer and Director Salary and Wage Information - This is a follow-up to CSB 1- 
29. In your response to CSB 1-29, you provided a schedule entitled “Employee 
Salary and Wage Information / Schedule of Names, Titles, Salaries and Burden by 
General Ledger Account.” This schedule shows that Mr. E.J. Robson was paid 
$90,294.23 for working 56.68 hours during the test year for the sewer division of 
Pima Utility. Regarding these amounts, please answer the following: 

a. 

b. 

c. 

Please provide timesheets along with a description of work performed to 
support the 56.68 hours. 
Please explain how the work performed was related to the provision of 
service for the sewer division of Pima Utility. 
Please provide all salary studies and any other documentation to support the 
amount paid. 

RESPONSE: 

See response to Data Request CSB 5.2. 

6806791.1/075040.0025 
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Review and approval of major capital improvements 

Development, review, approval and oversight of long and short-term financing 

e Review of monthly financial and operating reports 

Approval of salaries and pay raises 

Mr. Robson does not maintain a time sheet. 

b. The senior management hc t ions  performed by Mi-. Robson are critical to 
maintaining Pima Utility Company’s financial health, operating efficiency and 
operational reliability that in turn allow Pima to provide safe and reliable water and 
wastewater services to its customers. 

c. In order to support the amount paid, Pima conducted a review of the salary allowed 
for Mr. Robson in Pima’s last rate case (Docket No. SW-02199A-98-0578, Decision 
No. 62184). 

In Pima’s last rate case, Mr. Robson was allowed a total salary expense of $20,667.93 
for the wastewater division as detailed below. 

Docket No. SW-02199A-98-0578 
Ed Robson - Salary $19,939.14 
Payroll Burden (@3.655%) 728.79 
Total Salary $20,667.93 
Customers 7,027 
Salary per Customer $ 2.94 

In order to compare Mr. Robson’s 2010 salary to the allowed 1997 salary, the 1997 
salary was adjusted for changes in the consumer price index and Pima’s number of 
customers to obtain an equivalent 2010 salary, as detailed below. 

CPI-U 12/31/1997 161.3 Customers 1997 7,027 
CPI-U 12/31/2010 219.179 Customers 201 0 10,058 
CPI Ratio 1997:ZOlO I .359 Cust. Ratio 1997:2010 1.431 

Total Salary - 1997 $20,667.93 
CPI Ratio 1997:2010 X 1.359 
Cust. Ratio 1997:2010 X 1.431 
Equivalent 2010 Salary $40,197.89 
Customers 201 0 10,058 
Salary per Customer $ 4.00 Increase of 35.9% - Same as CPI-U 

Pima Utility Company will limit its request for recovery of Mr. Robson’s salary to 
$40,197.89 for the wastewater division and $40,197.89 for the water division and will 
modify its request in its rebuttal filing to reflect these amounts. 

2 



PIMA UTILITY COMPANY 
DOCKET NO. W-02199A-11-0329 and SW-02199A-11-0330 

RESPONSE TO STAFF’S FIFTH SET OF DATA REQUESTS 

February 23,2012 

Response provided by: Chris Sabin 

Title: Controller 

Company: Pima Utility Company 

Address: 9532 East Riggs Road 
Sun Lakes, AZ 85248 

Company Response Number: CSB 5.2 

Water Division 

Q. Officer and Director Salary and Wage Information - This is a follow-up to CSB 1- 
24. In your response to CSB 1-24, you provided a schedule entitled “Employee 
Salary and Wage Information / Schedule of Names, Titles, Salaries and Burden by 
General Ledger Account.” This schedule shows that Mr. E.J. Robson was paid 
$90,294.23 for working 56.68 hours during the test year for the water division of 
Pima Utility. Regarding these amounts, please answer the following: 

a. 

b. 

c. 

Please provide timesheets along with a description of work performed to 
support the 56.68 hours. 
Please explain how the work performed was related to the provision of 
service for the water division of Pima Utility. 
Please provide all salary studies and any other documentation to support the 
amount paid. 

RESPONSE: 

a. Mr. Robson serves as the Chief Executive Officer of Pima Utility Company. In that 
capacity Mr. Robson is ultimately responsible for managing the operations and 
resources of the Company, including developing business strategy, establishing policy 
and making major corporate decisions. Specific tasks performed by Mr. Robson 
include, but are not limited to: 

0 Meeting with Company management to discuss issues facing company and to 
establish long and short-term business strategies 

1 



Review and approval of major capital improvements 

Development, review, approval and oversight of long and short-term financing 

0 Review of monthly financial and operating reports 

Approval of salaries and pay raises 

Mr. Robson does not maintain a time sheet. 

b. The senior management functions performed by Mr. Robson are critical to 
maintaining Pima Utility Company’s financial health, operating efficiency and 
operational reliability that in turn allow Pima to provide safe and reliable water and 
wastewater services to its customers. 

c. In order to support the amount paid, Pima conducted a review of the salary allowed 
for Mr. Robson in Pima’s last rate case (Docket No. SW-02 199A-98-0578, Decision 
No. 62184). 

In Pima’s last rate case, Mr. Robson was allowed a total salary expense of $20,667.93 
for the wastewater division as detailed below. 

Docket No. SW-02199A-984578 
Ed Robson - Salary $19,939.14 
Payroll Burden (@3.655%) 728.79 
Total Salary $20,667.93 
Customers 7,027 
Salary per Customer !§ 2.94 

In order to compare Mr. Robson’s 2010 salary to the allowed 1997 salary, the 1997 
salary was adjusted for changes in the consumer price index and Pima’s number of 
customers to obtain an equivalent 20 10 salary, as detailed below. 

CPI-U 12/31/1997 161.3 Customers 1997 7,027 
CPI-U 12/31/2010 219.1 79 Customers 201 0 10,058 
CPI Ratio 1997:2010 I .359 Cust. Ratio 1997:2010 1.431 

Total Salary - 1997 $20,667.93 
CPI Ratio 1997:2010 X 1.359 
Cust. Ratio 1997:2010 X 1.431 
Equivalent 2010 Salary $40,197.89 
Customers 201 0 10,058 
Salary per Customer $ 4.00 Increase of 35.9% - Same as CPI-U 

Pima Utility Company will limit its request for recovery of Mr. Robson’s salary to 
$40,197.89 for the wastewater division and $40,197.89 for the water division and will 
modify its request in its rebuttal filing to reflect these amounts. 
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